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1 Introduction: Financial wellbeing during old age 
 
Old age has traditionally represented a risk for financial wellbeing (e.g. Rowntree 1901; 
Booth 1899) – the end of working life and worsening health increase the probability of 
problems in livelihood. Welfare states in the Western world have responded to the risk 
of aging by developing pension systems which aim at ensuring income security and 
stability after labour force exit. However, guaranteeing sufficient old-age security for 
those with untypical employment patterns seems to be a specific challenge in pension 
politics (Zaidi 2010). Pensioners form a heterogenic group and despite the positive 
development in earnings-related pension schemes, those only entitled to the minimum 
pension are still prone to poverty (e.g. Airio et al., 2013).  
 
The level of the statutory minimum pension in Finland is favourable compared to other 
minimum benefits. The relatively sufficient level of the minimum pension has been 
legitimized by the stable status of the recipients – other minimum allowances are 
designed to compensate temporary gaps in income and are usually directed to people in 
active age. Unsurprisingly, pensioners fare worse financially than the working 
population, but better than the unemployed (Palomäki 2011, 115–116). However, 
certain pensioner households, e.g. single women receiving only the statutory minimum 
pension, face a high poverty risk (Kautto et al., 2009, 291; Ahonen & Bach-Othman 
2009).  
 
The Finnish pension system consists of two different statutory arrangements. The 
earnings-related pension accumulates from work and compensates income loss after 
retirement based on working history. The residence-based national pension plan is 
supposed to ensure a certain minimum level of income for pensioners with no or a small 
earnings-related pension. The national pension can be claimed as a supplement to a 
small earnings-related pension, whereas the full national pension is payable only if the 
monthly gross earnings-related pension is less than 56 euros (in 2013). This thesis 
focuses on the Finnish old-age pensioners with the lowest income: those who are 
entitled to the full national pension. This group of pensioners became entitled to the new 
guarantee pension on the 1st of March 2011, which increased the pension by up to 17 
per cent for singles, and by up to 32 per cent for pensioners who live in a couple. The 
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total amount of the full national pension topped up with the guarantee pension was 739 
euros per month in 2013.  
Previous research has mostly concentrated on pensioners’ financial conditions from the 
perspective of ‘income’ (e.g. Rantala & Suoniemi 2007; Rantala 2011). Pensioners’ 
subjective experiences have received little academic interest, and objective incomes and 
subjective experiences have rarely been studied in tandem prior to the 2000s. 
Particularly the small group of old-age pensioners entitled to the statutory minimum 
seems to be overlooked in the mainstream research on the financial wellbeing of Finnish 
pensioners (Airio et al., 2013, 149), and the subjective appraisals of the low-income 
pensioners have not been examined after the guarantee pension reform. This study 
contributes to this research gap.  
 
The focus of this thesis is on the low-income pensioners’ subjective evaluations of their 
financial conditions. The core question is whether the subjective financial wellbeing of 
the 65–85-year-old pensioners who are entitled to the full national pension has changed 
after the guarantee pension reform. The main concept of this thesis is subjective 
financial wellbeing and I will refer to the concept with the abbreviation “SFW”. The 
concept measures pensioners’ reported (dis)satisfaction with their living standards and 
consumption possibilities, and their reported ability to make ends meet. In this thesis I 
understand SFW as a part of the wider concept of subjective wellbeing. 
I analyse standardized surveys conducted prior to and after the guarantee pension 
reform. The surveys investigated the financial situation of the low-income old-age 
pensioners and their subjective financial wellbeing. In order to complement the 
perspective of pensioners’ subjective financial wellbeing, I also employ both direct and 
indirect poverty measures: the relative income method, the subjective measure and the 
social assistance recipiency -criterion. My aim is to examine changes in the prevalence 
of poverty since the reform.  
 
The main hypothesis is that the SFW of the low-income pensioners has improved after 
the guarantee pension reform. The percentage increase in the level of the full national 
pension was considerable, and according to a microsimulation analysis, the guarantee 
pension decreased the depth of income poverty among the elderly (Honkanen & Tervola 
2012, 21). The old pensioners also tend to be relatively more satisfied with a given 
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income than other population groups. The contradiction between low income and high 
financial satisfaction among the elderly has been described as a satisfaction paradox 
(Hansen et al., 2008; Olson & Schober 1993). Due to methodological restrictions, this 
study does not allow for identifying a causal relationship between the reform and the 
SFW of the pensioners. However, since the guarantee pension represents a substantial 
reform concerning the target group during 2010–2013, it is conceivable that a possible 
change in the SFW might be influenced by it.  
 
This thesis has been implemented as a part of a research project conducted by the Social 
Insurance Institution of Finland (Kela).  The project started in 2010 when the first data 
set was collected. I became involved in the second survey during an internship period at 
the Research Department of Kela (9/2013–2/2014), where I coordinated the survey and 
started writing this thesis. 
 
The thesis proceeds as follows. The second chapter reviews the evolution of the Finnish 
national pension scheme. It also describes the guarantee pension reform and presents 
examples of old-age pensioners’ possible income packages. The third chapter discusses 
the problematic nature of poverty definitions and measures in the context of this study. 
The chapter discusses pensioner poverty both from objective and subjective 
perspectives. Thereafter, in the fourth chapter, I present the research questions and 
hypotheses, introduce the two data sets and the methodology. 
 
The fifth chapter is dedicated to testing the hypotheses and answering the research 
questions based on data analysis. I investigate possible changes in the subjective 
financial wellbeing during 2010–2013. In order to control a set of independent 
variables, I employ a two-way-analysis of variance. The analysis of SFW is 
complemented by employing three indicators of poverty. The sixth chapter discusses the 
findings as well as the limitations of the study. The last chapter concludes the thesis and 
offers implications for future research.  
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2 The Finnish national pension plan  
 
2.1 From poor relief to income security  
 
Finland’s economic structure and culture remained agrarian longer than in the other 
Nordic countries (Karisto et al., 1997, 280; Kangas et al., 2010, 270). In addition, the 
aging of the population was not as big a topic in Finland as it was in the other Western 
neighbour countries in the beginning of the 20
th
 century (Pulkkinen 1969, 14). Until the 
1940s the Finnish old-age security was mainly organized by the family, individual work 
and wealth, employer’s assistance and communal poor relief (Hellsten 2008, 31) – old-
age poverty during the poor laws
1
 was a rule rather than an exception. Even though 
some special occupational groups, such as industrial workers, became entitled to health 
and pension insurances already in the end of the 19
th
 century, pension was an unusual 
privilege until the Second World War in Finland (Riihinen 2008, 228; Hellsten 2008, 
31).  
The first National Pensions Act was introduced in 1937. It is considered as the greatest 
social reform of the time, even though most of its effects became salient after the 
WWII
2
  (Karisto et al., 1997, 280; Riihinen 2008, 230). The new system offered old-age 
and disability pensions which were based on individual premiums that all working-age 
people had to save for their private accounts in pension institutions. That indicated a 
strong connection between contributions and pension rates. (Hannikainen 2012, 42–49.)  
The coverage of the new national pension was almost the whole population. However, 
in practise 250 000 persons were outside the coverage mainly due to the principle of 
insurance
3
. The replacement rate was extremely low, in 1955 only 12 per cent of the 
average wage. (Niemelä 1988, 56; Kangas 2006a, 287.) 
The national pension plan became widely criticised during the 1940s and 1950s 
particularly because of the way it was funded (see Karisto et al., 1997, 295; Kangas et 
al., 2010, 271). Opinions on how the pension system should be organised split people 
into two camps. The Agrarian Party, the Communist Party and the People’s Democrats 
                                                     
1
 The Poor Relief Decrees in 1852 & 1879 and the Poor Law in 1922. 
2
 The first disability pensions were paid only in 1942 and old-age pensions in 1949 (Waris 1980, 195). 
3
 The eligibility for the national old-age pension at the age of 65 required that a person had paid premiums 
for ten years, i.e. people who were older than 55 when the national pension law took effect were outside 
its coverage (Niemelä 1988, 56). 
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supported a universal flat-rate pension as a citizenship right and part of basic security.  
The earnings-related pension scheme was mostly supported by the Social Democrats, 
labour market organisations and the Conservative Party, who wanted the workers to be 
able to retain their consumption level after retirement. (Karisto et al., 1997, 295; Kangas 
et al., 2010, 271.) This ideological distinction of targeted versus universal and flat-rate 
versus earnings-related benefits has been one of the central dividing questions also in 
Finnish social policy (Anttonen & Sipilä 2000, 58–59; cf. Korpi & Palme 1998). 
As a result of the political pressure new legislation was passed in 1956 which abolished 
the earnings-related funds and introduced a universal tax-funded flat-rate pension for 
all
4
 (Pulkkinen 1969, 70; cf. Palme 1990, 62). The existing funds were confiscated for 
all regardless of prior contributions, which benefited particularly the agrarian workers: 
the reform was also described as an “income-transfer from workers to farmers” 
(Niemelä 1988, 92–93; see also Kangas 2006b, 265.) The reform established 
universalism as the entire population became entitled to the new basic amount. The 
replacement rate also became moderate, about 35 per cent of the average wage in 1960 
(Kangas 2006a, 287; 2006b, 265).  
The Finnish economic and labour structure started to develop quickly after the WWII. 
The share of farm and forestry workers decreased from 50 to 15 per cent of the total 
labour force in only 26 years (1946–1972), whereas the same progress took 50 years in 
Sweden (1909–1959) and over 80 years in Norway (1882–1963) (Karisto et al., 1997, 
63–65). Because of the rapid development, the 1956 reform became quickly outdated. 
Salary earners found the benefits too low and favouring agrarian workers, which raised 
the question of justice. As a result, the pension law establishing the separate earnings-
related pension was conducted in 1961 and the Finnish employee pension scheme 
started to evolve, which reformed radically the organization of old-age security. 
(Riihinen 2008, 233; Kautto 2011a, 16; Waris 1980, 203–207; see Finlex 1961.)  
The establishment of the earnings-related pension plan differentiated the objectives of 
the two statutory pension schemes. The earnings-related employee pension started to 
accumulate based on working history with the aim to reduce the income gap between 
working age and old age. The earnings-related pension works as old-age insurance, 
forcing people to redistribute income from young to old age, which then leads to 
                                                     
4
 The supplementary allowance remained means-tested depending on the income of the pensioner. 
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consumption smoothing (Barr & Diamond 2010, 26–28). The objective to ensure the 
minimum old-age subsistence was left for the national pension. It works as a social 
insurance for individuals who lack work history or whose wages have been particularly 
low (e.g. work as a housewife on a farm was formerly a common occupation among 
Finnish women on the countryside). The law on the national pension (Finlex 2007, 1§) 
states that its objective is to secure livelihood during old age and disability. In general, 
the obligation of the state to secure the basic subsistence of the people is written in the 
Finnish constitution in the chapter of basic rights and liberties (Finlex 2011, 19§). The 
national pension is financed through a pay-as-you-go (PAYG) system (see Kautto 
2011b, 33), and therefore poverty relief through redistribution can be considered as the 
most fundamental goal of the national pension (cf. Barr & Diamond 2008, 26–31; Zaidi 
2010, 1).
5
 
The financial crisis of the 1990s in Finland played a crucial role in changing the 
attitudes towards the welfare state. There was a growing concern about the 
sustainability of the national economy, and the recession started a new paradigm which 
underlined the importance of welfare retrenchment (see Pierson 1996; 2001; cf. Bonoli 
2003, 406). The previously supported idea that improving the income of the 
disadvantaged of society would benefit the whole economy (Kuusi 1961) was now 
questioned (Riihinen 2008, 235–236). The national pension became tested against the 
earnings-related pension in 1996 and the basic amount was gradually abolished 
indicating a decrease in the number of national pension beneficiaries. The national 
pension ceased to be a universal benefit and altered to a minimum pension for those 
who are judged to need it.  (Kangas et al., 2010, 274; Hannikainen-Ingman et al., 2012, 
10; cf. Esser & Palme 2010, 106.)  
The national pension is adjusted by the changes in consumer prices, whereas the 
earnings-related pension is affected both by changes in consumer prices and income-
level. During 2000–2010 the national pension increased relatively more (12 %) than did 
the earnings-related pension (7 %). In addition to the normal index increments, the level 
                                                     
5
 The Finnish pension system has been described as a “hybrid” since it consists of two statutory systems 
of which another compensates income loss for the previously economically active and the other ensures 
basic security based on citizenship for the pensioners with insufficient or no earnings-related contribution 
record. In fact, the collective labour market pensions and the private pensions have not gained popularity 
in Finland due to the absence of pension ceilings, full coverage of the systems and the earnings-related 
element of the public pensions. (See Uusitalo 2012, 79–81; Bonoli 2003, 400; Esping-Andersen 1990; 
Korpi & Palme 1998; Palme 1990, 73–98.) 
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of the national pension was raised in 2001, 2005, 2006 and 2008.  The municipality-
based cost-of-living classification was abandoned in 2008 which improved the 
replacement rate particularly for pensioners who lived in countryside. (Tuominen et al., 
2011, 50; European Commission 2009, 385.) Despite the deflation in 2009 the national 
pension index was frozen in 2010 in order to avoid a decline in the pension level 
(Honkanen & Tervola 2012, 8).  In March 2014 the Finnish government decided that 
the national pension index increment will be only 0.4 per cent in 2015 as a one means to 
cut state expenditures (Finnish Government 2014). This will have a permanent impact 
on the level of the statutory minimum pension since the next index update will then be 
calculated on the basis of the contemporary level of pension.   
Usually when the ‘national pension’ is discussed, it is used in referring to old-age 
pension. However, the national pension is payable also as disability, unemployment and 
survivors’ pension (both as spouses’ and orphans’ pension)6 (Kela 2012). For instance, 
a young disabled person can receive the full national pension whole her lifetime. 
However, due to the age restriction of this study (65–85), this thesis focuses on the full 
national pension only as an old-age pension. To qualify for the national pension (all 
forms) requires that one is covered by the Finnish social security system, has lived in 
Finland for three years after reaching the age of 16, and that other pensions and benefits 
remain under a certain income limit (Kela 2012) (the same applies to the guarantee 
pension).  
 
The national pension starts to decrease as other pension payments exceed a limit of 56 
euros per month, and after that each euro of other pension earnings decreases the 
national pension by 50 cents, i.e. at the rate of 50 percent. In 2013 the maximum income 
limit (from pensions and other benefits) for a single household was 1 302 euros per 
month, after which the national pension no longer completed the pension.  For a person 
living in a couple the income limit was 1 160 euros per month. (Kela 2013a.) 
 
The full national pension was 586 euros per month for a single household in 2011. For 
persons living as a couple it was 520 euros per month.  The lower level of pension for 
                                                     
6
 The national pension is payable as a disability pension for persons between the age of (16) 21 and 64. 
National unemployment pension is a vanishing benefit and only long-term unemployed persons who are 
born in 1949 or before can receive it.  National old-age pension for long-term unemployed is payable for 
persons aged 62 or over, whereas an early old-age pension is directed to people aged 63 or over. (Kela 
2012.) 
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couples can be motivated by economies of scale that influence the consumption needs 
of a household (e.g. Barr & Diamond 2008, 129). However, the presumption of couples 
sharing their income can be criticised from the perspective of an individual: if the 
presumption does not hold, the lower pension can further weaken the position of the 
financially most vulnerable member of the household, usually the woman.   
 
The number of national pension beneficiaries has decreased during the 2000s, which is 
mainly due to the growing coverage of the earnings-related pension scheme (Figures 1 
and 2). Both the age and gender structure of the recipient group has changed during the 
2000s. The share of beneficiaries aged 65 or more has decreased – in other words, the 
subject group of this study has shrunk. At the same time the number of younger 
recipients (16–34 and 55–64-year-old) has increased. (Tuominen et al., 2011, 49; see 
also Airio et al., 2013, 144.) 
 
Figure 1. Recipients of the full national pension by age groups, 2001–2012. 
 
 
Source: Kela Statistical Yearbooks 2001–2011. 
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Figure 2. Recipients of the full national pension by gender, 2001–2012 (all age-groups 
included). 
 
Source: Kela Statistical Yearbooks 2001–2011. 
 
During 2000–2010 the total number of full national pension beneficiaries decreased by 
approximately 20 000 recipients. The number of women who receive the full national 
pension has decreased during the 2000s which is mainly due to an increasing number of 
women who are covered by the earnings-related pension scheme. As a result, men’s 
relative share has increased. (Tuominen et al., 2011, 49; see also Airio et al., 2013, 144.)  
 
2.2 Guarantee pension as a supplement to the full national pension  
 
The guarantee pension reform was proposed by the SATA-committee – a commission 
appointed to reform the Finnish welfare system with an objective to reduce poverty and 
simplify the social security system (STM 2009). Guarantee pension was designed as an 
individual supplementary allowance without affecting the principles of the earnings-
related pension and the national pension. (STM 2009, Appendix 3, 10).  
 
The Act on Guarantee Pensions (Finlex 2010, 1§) claims the purpose of the pension to 
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sufficient living subsistence. In addition to the objective of improving the income of the 
people who have been outside the labour market, the goal of the reform was to reduce 
the impact of household composition on the level of pension, and to secure the 
livelihood of old immigrants by replacing the ‘special assistance for immigrants’ 
(Government Bill 2010, Ch. 3.1). All other pensions are deducted in full from the 
guarantee pension, whereas earnings, capital income and assets do not reduce the 
pension (Kela 2013a). Guarantee pension affects the amount of housing allowance and 
social assistance.  
The fiscal advantage of the guarantee pension reform was its affordability: the national 
pension for all was not raised as the guarantee pension was targeted to the pensioners 
with the least income (Soininvaara 2010, 144–147). The guarantee pension cost 121 
million euros in 2011. According to calculations by the SATA-committee, the number 
of guarantee pension beneficiaries decreases annually by 2500–4000 persons (cf. 
Figures 1 and 2), making the reform more affordable every year (STM 2009, Appendix 
3, 11). Guarantee pension was also expected to reduce the number of social assistance 
recipients (Government Bill 2010, Ch. 4.1). The guarantee pension is indexed to 
consumer prices in the same way as the national pension.   
In the case that a pensioner was eligible for the full national pension, the guarantee 
pension reform increased the pension of a single household by approximately 100 euros 
per month and by approximately 170 euros per month (in 2011 money) for persons who 
live in couples, bringing both household types to the same pension level (688 €/month 
in 2011). In 2013, the amount of the full national pension topped-up with the guarantee 
pension was 739 euros. The reform brought a flat-rate principle into the Finnish pension 
system (ETK 2013, 10). Pension income allowance ensures that a low-income pensioner 
does not need to pay tax on her pension income
7
 (Vero 2013). 
The guarantee pension requires an application and is paid by Kela. The number of 
recipients increased rapidly after its introduction in 2011 and has stabilized at around 
100 000 beneficiaries. Only approximately two per cent of the beneficiaries were 
immigrants who were either over 65-year-old or unable to work. (ETK & Kela 2011, 
27.)  
                                                     
7
 The annual limit for a tax-free pension was 12 630 euros in state taxation and 8 880 euros in 
municipality taxation in 2013 (Vero 2013). 
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Figure 3 captures how the guarantee pension was widely distributed in regard to 
different age groups – more than half of the guarantee pension beneficiaries were below 
the old-age pension age in 2011. The share of women beneficiaries was 62 per cent in 
total, and at the end of the year 2011 the most typical guarantee pension recipient was 
an 80–84-year-old woman. The target group of pensioners aged 65–85 covered only 35 
per cent (approximately 36 000 at year-end 2011 and 34 000 at year-end 2013) of all 
persons entitled to the guarantee pension.  Men compose only around 20 per cent of this 
old age group. (Kela 2014b.)s 
 
Figure 3. Recipients of the guarantee pension by age and gender, year-end 2011. 
 
Source: Kela (2014b).  
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Figure 4. Pensioners according to the pension benefit claimed, 2012. 
 
 
Source: ETK & Kela (2012), Kela (2014b).  
 
More than half of the Finnish pensioners receive only earnings-related pension. 
Guarantee pension beneficiaries represented only 7 per cent of all pensioners in 2012. 
Of all national pension beneficiaries (old-age/disability/unemployment), there were 16 
per cent who also received the guarantee pension in 2012. The target group of this study 
represent approximately 2.4 per cent of all pensioners in Finland at the end of the year 
2012 (Figure 4). However, the small subject group of this thesis represents the 
financially poorest elderly population.  
 
2.3 Retirement-income package of pensioners with guarantee pension 
 
Income of a pensioner entitled to the full national and the guarantee pension can also 
comprise of sources beyond the minimum pension: e.g. other benefits, income of a 
spouse or capital income. The most important benefits that can top up the statutory 
minimum pension are pensioners’ housing allowance, care allowance, and to a lesser 
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degree, child increase
8
. The benefits are tax-free and do not reduce the national or the 
guarantee pension. (Kela 2013b.) 
The pensioners’ housing allowance aims at easing housing costs of the low-income 
elderly. The allowance compensates 85 per cent of reasonable housing costs beyond the 
basic deductible (51 €/month). How much is considered as “reasonable” is annually 
defined by the government. Municipalities have different limits according to local cost-
of-living
9
. The allowance is subject to an income limit above which there is an 
additional deductible of 40 per cent of the exceeding amount
10
. (Kela 2013g.)  
One in seven of all pensioners were eligible for the housing allowance in 2011 and it 
averaged 189 euros per month. Most of the pensioners entitled to the housing allowance 
are entitled to the national pension and usually rent. (Hiilamo et al., 2012, 35–37.) From 
the group of pensioners aged 65 and older who are entitled to the full national pension, 
38 per cent received housing allowance in 2009 (Hannikainen-Ingman et al., 2012, 26). 
Most of the recipients live in single households (Kela 2011, 287). 
Disabilities and need for care influence the expenditure necessities of a pensioner 
(Atkinson et al., 2002, 101). Care allowance is paid for pensioners with a long term 
illness or disability. It is supposed to ease the everyday life and rehabilitation as well as 
compensate the costs caused by the weakened capability to function. The amount of the 
allowance depends on the degree of disability
11
. Care allowance was paid for 
approximately 229 700 pensioners in 2011 (Kela 2011, 120). 
Child increase is paid to pensioners with children under the age of 16 who live in the 
same household. The increase was 22 euros per month per child in 2013. (Kela 2013d.) 
Approximately 12 900 pensioners received the child increase in 2011 (Kela 2011, 97).  
                                                     
8
 If a pensioner cares for a close relative she can also receive financial support for informal care (see STM 
2013b). 
9
 The Southern metropolitan area (e.g. Helsinki and Espoo) forms the first municipality cluster with the 
highest limit for “reasonable housing costs” (approximately 617 €/month). Other large and middle-sized 
cities form the second cluster (e.g. Tampere and Jyväskylä) with a monthly limit of 567 euros. All other 
cities and municipalities belong to the third cluster in which the maximum housing costs for the housing 
allowance are approximately 497 €/month. The limits are somewhat higher for pensioner households with 
children. (Kela 2013e.)  
10 The income limit was 8633 €/year for single recipients in 2013. For cohabiting recipients the income 
limit was 12 655 €/year if the spouse was not eligible for the housing allowance, and 13 867 €/year if she 
was. (Kela 2013g.) 
11 
The basic rate was 62 €/month in 2013. For those who need daily support the allowance can be paid as 
a middle rate (154 €/month). If a pensioner needs round-the-clock care she can receive the highest rate of 
care allowance (325 €/month). (Kela 2013c.)  
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In the following vignettes I illustrate how the income package of pensioners entitled to 
the full national pension and the guarantee pension are influenced by manifold factors, 
such as their household composition, residential area and health conditions
12
.  
 
(i) Pensioner in a small municipality 
Maija is an 82-year-old pensioner living alone in a small municipality situated in Eastern 
Finland (municipality cluster III). Maija receives the full national pension topped up with the 
guarantee pension (739 €/month). She lives in a cottage of 68 m² and receives pensioners’ 
housing allowance. Due to Maija’s illness she also receives the basic rate of pensioner’s care 
allowance (62 €/month). Beyond her pension she has no other income. Due to the pension 
income allowance Maija does not have to pay taxes.   
Maija’s housing costs are (according to government estimate on average housing costs, 
including heating, water and maintenance in a detached house in the certain region) 173 
€/month, i.e. 2078 €/year. Since her housing costs are below the municipality-based limit, Kela 
accepts them entirely as reasonable housing costs with respect to the housing allowance. 
However, Maija’s pension income exceeds the income limit set for a single household, and for 
the exceeding share Maija pays an additional deductible of 40 per cent.  
Additional deductible: 0.4*(739*12 – 8633) = 94 €/year, i.e., 7.8 €/month.  
Maija’s housing allowance: 0.85*(173– 51 – 7.8) = 97.1 € /month. So finally Maija pays 75.9 
€/month for her housing.  
Maija’s net income consists of: full national pension + guarantee pension + housing allowance + 
care allowance 
= 739 + 97.1 + 62 = 898.1 €/month, i.e. ~ 10 777 €/year. 
The share of housing costs is 19 per cent in the income package.   
 
(ii) Pensioner couple in a middle-sized city 
Jorma is a 67-year-old pensioner living with his 65-year-old wife Saara in Vaasa (municipality 
cluster II). They live in their new house of 85 m². Jorma was a salesman. He retired two years 
ago and now receives an earnings-related pension of 2100 €/month. Jorma has no other income 
but he has 30 000 euros in savings.  After taxes his monthly net pension income is 1607 euros, 
i.e., 19 284 €/year. 
Saara was a housewife.  She was also involved in unpaid work at a voluntary organization.  
Saara injured her back in an accident two years ago and was forced to claim a disability pension 
already at the age of 63. Because of her background, Saara receives the full national pension and 
the guarantee pension.  
Early retirement decreases the pension by 0.4 per cent for each month by which one retires 
early. Saara retired 23 months before turning 65, so her monthly pension is lowered by 23 x 0.4 
                                                     
12
 I apply the so called OECD’s modified scale which is also applied by EUROSTAT. The equivalence 
scale acknowledges scale advantages in consumption. According to the scale, the reported income of a 
single household draws a weight of 1, whereas each additional adult member draws a value of 0.5, and 
each child is weighted with a value of 0.3. (Atkinson et al., 2002, 98–100.)   
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= 9.2 per cent. Therefore, Saara’s monthly pension is: 739 x 0.908 = 671 €/month, i.e., 8052 
€/year. Due to the pension income allowance she does not have to pay taxes on her pension.  
Saara’s and Jorma’s net income is: 671 + 1607 = 2278 €/month, i.e. 27 336 €/year. 
According to the OECD-modified scale, the individual monthly income for Jorma and Saara is 
2278/1.5= 1518.7 ~ 1519 €/household member.  
Due to Jorma’s generous pension and savings, the household is not entitled to the housing 
allowance for pensioners. The housing costs of the household are (according to government 
estimate on average housing costs, including heating, water and maintenance in a detached 
house in the certain region) 214 €/month, i.e. 2568 €/year. The share of housing costs is 7 per 
cent in the individual income package (107€/1519€).  
 
(iii) Single pensioner in the capital area 
Taneli is a 70-year-old pensioner. He lives alone in Helsinki (municipality cluster I) and pays 
600 euros rent per month for his 48 m² apartment. Taneli has done piecework projects and had 
long unemployment periods during his active age. He receives the full national pension topped-
up with the guarantee pension (739 €/month). He has no assets or income from working. He 
also receives the pensioner’s housing allowance.  
Since Taneli’s housing costs are below the municipality-based limit, Kela accepts them entirely 
as reasonable housing costs with respect to the housing allowance. However, Taneli’s pension 
income exceeds the income limit set for a single household, and for the exceeding share he pays 
an additional deductible of 40 per cent.  
Additional deductible: 0.4* (739*12–8633) = 94 €/year, i.e., 7.8 €/month.   
Taneli’s housing allowance: 0.85*(600–51–7.8) = 460 €/month. Taneli pays for his housing 140 
€/month.  
Taneli’s net income consists of: full national pension + guarantee pension + housing allowance  
= 739 + 460 = 1199 €/month, i.e., 14 388 €/year. 
The share of housing costs is 50 per cent in the income package.  
Taneli needs expensive medicine due to his illness (50 €/month). This month he had a sudden 
seizure and he had to stay in a hospital for two weeks, which resulted in a bill of 200 euros. 
Therefore he was forced to claim social assistance from the municipality. He received 131 
euros
13
 social assistance for the present month. That increased his net income to approximately 
1330 euros for this month (after housing costs 730 euros).  
 
What is the lesson of these examples? Clearly, the Finnish social security system is 
complex in the case of the low-income pensioners. The overlap of different benefits 
might be confusing, which questions whether the social security system is a consistent 
and efficient totality (see Hannikainen-Ingman et al., 2012, 7). The benefits also require 
                                                     
13
 Evaluation based on social assistance calculator administered by the Centre of Excellence on Social 
Welfare in Northern Finland [Pohjois-Suomen sosiaalialan osaamiskeskus] (2013). 
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an application, which emphasizes the importance of pensioners’ independent agency. 
We do not know for sure, for instance, how many pensioners do not claim the housing 
allowance or care allowance even though they would be entitled to them.  
The national and the guarantee pension form the majority of the income of the low-
income pensioners. The disability pension and the early old-age pension reduce the 
pension level and basic security for those who have had to leave the labour force earlier 
due to ill-health, for example. Guarantee pension was decreased due to early retirement 
for 5 per cent (n=5500) of the beneficiaries in 2011 (ETK & Kela 2011, 27). Housing 
allowance can form a considerable part of a low-income pensioner’s income 
composition (cf. Taneli). Care allowance can also top up the income package of a 
pensioner with disability. The vignette of Taneli also illustrates that extensive medical 
care should be taken into account when considering the sufficient level of income (see 
Atkinson et al., 2002, 103–104; Palomäki 2009, 546). 
Household composition influences pensioner’s income package. Pensioners’ who live 
as a couple benefit from economies of scale and possible other income sources (e.g. 
pension of a spouse). From another perspective, the presumption of partners sharing 
their financial resources in pensioner households is unambiguous (cf. Jorma and Saara) 
leaving the topic of inequality within a household uncovered.  
Residential environment and housing costs play a role in defining the level of sufficient 
income. The rent level in the metropolitan area is higher than in other parts of Finland. 
Even though that is compensated by a higher housing allowance, it is questionable 
whether it is sufficient in the case of the target group (cf. Taneli). The disposable 
income appears different if housing costs are subtracted. Social assistance has 
transformed into a part of the basic security of many low-income groups. Still, social 
assistance is claimed only by a minority of pensioners (compared to the unemployed, 
for instance), and taken the level of the minimum pension, the pensioners should not 
even be eligible for it (Hannikainen-Ingman et al., 2012, 7). However, as in the case of 
Taneli, also pensioners can apply for social assistance as the last resort to finance the 
essentials (see Ahola & Hiilamo 2013).  
The vignettes also illustrate how savings and assets are not identified in the income 
measurement. For instance, Jorma and Saara can use their savings to reach a higher 
standard of living than their pensions would allow, and Maija can benefit financially 
17 
 
 
from living in an owner-occupied house. Pensioners might also receive financial help 
from their families and friends (Dominy & Kempson 2006, 5), which is not captured in 
the income measurement.  
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3 Assessing old-age poverty  
 
3.1 Theoretical perspectives to poverty 
 
The concept of poverty remains a struggle for researchers. Poverty is a political and 
moral concept and therefore a universal poverty line has been impossible to establish – 
an ‘objective’ and correct poverty threshold does not exist (Scharf et al., 2006, 10; 
Alcock 1997, 1–9). All poverty thresholds are artefacts and capture only certain forms 
of deprivation according to their own principles (e.g Zaidi 2010, 2). However, 
agreement is more widespread on the notion that poverty is a societal problem and 
should be fought against. The first step to approach the problem is, however, to 
acknowledge its manifold definitions and their differences. After all, academic and 
political debates and their changing perceptions of poverty shape social policies. 
(Alcock 1997, 5.)  
The basic division in poverty approaches lies between the absolute and relative 
perspectives. Absolute poverty refers to the deprivation of basic needs, such as food, 
water and housing (see Rowntree 1901; Booth 1903). The relative perspective in 
contrast examines people’s living standards relative to others in the same reference 
group (see Townsend 1979).  
 
The idea of relative poverty was introduced already by Adam Smith in “The Wealth of 
Nations” (2003/1776), in which Smith considers the difference between necessary 
consumption items and luxury items. The goods that are seen as de rigueur in a certain 
society define the material needs of individuals, and without them an individual cannot 
appear in public without feeling shame. In his society, Smith refers to a “linen shirt” as 
that kind of necessity. The necessities are defined by place and time (see also Moisio 
2006, 639). “Shame” is an essential notion since it captures the involuntary nature of 
poverty – poverty is not about individual preferences or choices (Niemelä & Raijas 
2012, 5). Thus, the “need” for the linen shirt can be argued to be more absolute than 
relative, since it enables people not to be ashamed, and not just to be less ashamed than 
others (Sen 1983, 159). Also absolute poverty can be connected to societal structures 
and relations (Ringen 1987; Sen 1981). Clearly, the distinction between absolute and 
relative poverty is not straightforward. 
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With time, the theory of relative poverty developed towards the broader concept of 
relative deprivation. According to the concept, poverty stems from the lack of resources 
and capabilities to live in the dominant way of a given society (Townsend 1979; cf. 
Runciman 1967). Contemporary relative poverty theories also acknowledge associations 
between recognition and respect, democracy, human rights and citizenship rights (Lister 
2004; Sen 2000). The concept of relative poverty succeeds rather well in describing 
poverty of the welfare states, and it is applied both by the European Commission and 
the United Nations. However, the bread lines which outlived the 1990s recession in 
Finland crystallize that for some parts of the population material deprivation is still 
reality (Kanniainen 2011,658; Socca 2012; Ohisalo 2013). 
The indicators usually applied in the Western countries are relative and relate more to 
inequality than to absolute poverty. Those defined ‘poor’ with relative indicators in the 
developed world might appear well-off compared to an average person in a developing 
country. (Korpi 1994, 77.) Even though one cannot equalize poverty and inequality, 
both concepts refer to polarization and similar socio-economic structures (Lister 2004, 
187). Applied to the pensioner population, poverty examinations refer to comparison 
made on the population level, whereas inequality refers more to differences within the 
pensioner population.  
 
Poverty measures have traditionally been divided into resource-based metrics (indirect 
measures) and living standards-based approaches (direct measures) (Ringen 1985, see 
also Mau & Verwiebe 2010, 212). Another common classification is between objective 
and subjective approaches. Poverty research has traditionally focused on the level of 
income which is more or less an objective approach. However, interest has moderately 
shifted towards more non-monetary measures of social deprivation, e.g. people’s 
experiences and subjective views. (See Callan et al., 1993; Lister 2004).  
 
Without entering a debate that extends beyond the scope of this thesis, I will next 
discuss the most essential poverty definitions in the context of this study
14
. Those 
                                                     
14
 This study also automatically pays attention to the politico-administrative poverty line, also known as 
the policy definition method (Ringen 1985, 101). It distinguishes between the poor and the rest according 
to an income threshold based on a minimum level of social security (Karisto et al., 1997, 85) and 
therefore characterizes the level of income required to maintain a reasonable standard of living (Scharf et 
al., 2006, 9). In other words, the full national pension topped-up with the guarantee pension is the most 
20 
 
 
include (i) the subjective perspective (direct approach); (ii) the relative income method 
(indirect approach); and (iii) social assistance recipiency. Social assistance recipiency -
criterion can be described as a combination criterion, since it combines both the 
subjective will and choice of the individual to claim the benefit, and objective means-
testing, in which the right and need to the benefit are judged by a professional (Kangas 
& Ritakallio 1996b, 21–23).  
 
 
(i) The subjective perspective  
The subjective perspective relies on the idea that individuals are better able to define the 
criterion for poverty and their minimum income than predetermined poverty thresholds. 
The subjective indicator is the least undemocratic way to study poverty (see e.g. Lister 
2004, 45–46; see also Veenhoven 2002). The evaluation of only income levels does not 
yield final conclusions about pensioners’ financial wellbeing, as respondents need the 
chance to consider the balance between their income and spending (Palomäki 2011, 
113, 122). Paying attention to people’s experiences and opinions also supports the 
legitimacy of social and public policy (Kangas & Ritakallio 2005, 48). Subjective 
measurements have helped, for instance, to identify stigmatization. It is well-established 
that income poverty is linked to differences in self-worth and self-respect in Finland. 
(Kangas & Ritakallio 2008, 15–16.) 
Subjective elements have been applied in poverty measurements mainly in three distinct 
ways. First, surveys can directly enquire about the lowest net income that the 
respondent thinks her household needs in order to make ends meet in a certain 
community. Second, people can be asked to define the level of income that they think is 
needed to keep the family out of poverty, and to estimate whether their family is below 
or above the limit. Third, surveys can enquire about respondents’ experiences on their 
financial conditions and their ability to make ends meet. This approach is influenced by 
respondents’ experiences and reference groups but does not establish a specific poverty 
threshold as the first two approaches. (Atkinson et al., 2002, 34–35, 86; cf. Nordberg 
1996.) This study employs the third approach. 
                                                                                                                                                           
recent politico-administrative poverty line for the Finnish pensioners. However, this indicator will not be 
separately included in the analysis.  
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Since people’s needs tend to be somewhat individual and the conception of “a decent 
standard of living” is relative, the subjective method cannot be used as an official 
definition for policy (Kruse 2010, 57; Kangas & Ritakallio 1996b, 20). The subjective 
assessments have been criticized not just for their unstable nature but also for being 
incomparable, weakly related to objective reality and sometimes even “incorrect”. 
“Incorrect” subjective appraisals have sporadically been refuted as ‘false 
consciousness’. (Veenhoven 2002, 36–40.)  
 
(ii) The relative income method 
The relative income method is one of the most used poverty measurements in 
industrialized countries. The idea is to tie a poverty threshold to a certain point of the 
income distribution, which usually is 60 per cent of median equalized disposable 
household income (e.g. the European Commission). In Finland there is no single fixed 
national poverty line or low-income line, but the 60 per cent of median income -
criterion has widely been adopted as the low-income limit (e.g. Statistics Finland 
2013a).  
 
The relative income method is imperfect. First, the method offers no directions to the 
choice of any particular threshold (e.g. 40, 50 or 60 %) even though different thresholds 
do not define the same groups as poor (Atkinson et al., 2002, 88). Furthermore, the 
relative income method does not describe the depth of poverty or the shares of people 
who are just below or above the threshold (Ginn 2008, 206). The concept of ‘poverty 
gap’ is sometimes applied in connection with the relative income method. Poverty gap 
describes the distance between the income level (median income or e.g. level of a 
benefit) of a certain low-income group, and the actual threshold (see Eurostat 2014, 
Statistics Finland 2014, 6). The poverty rate based on the relative income method 
strongly depends on the earnings development of the whole population, which leads, 
taken that pension levels stay stable and the national median income decreases, that 
fewer pensioners are defined as poor during a recession (see Kautto 2011c, 149).  In the 
context of this study, it can be questioned whether employing the median income as a 
metrics even is reasonable since it implicitly compares people in different life stages (cf. 
Kautto 2011a, 19). On the other hand, the relative income method is valid if the aim is 
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precisely to examine the economic conditions of low-income pensioners in relation to 
the whole population and its income distribution (cf. Bonoli 2000, 22).  
 
(iii) Social assistance recipiency 
 
Social assistance is the last official resort to make ends meet in Finland and it can be 
currently granted from the social service (run by municipalities). Compared to other 
poverty thresholds presented, social assistance recipiency is closest to absolute poverty 
(see Ahola & Hiilamo 2013, 12). It is individually means-tested (also affected by the 
national and the guarantee pension) and reimburses the differences between essential 
expenses and an individual’s income and assets (STM 2013a). Even though the low-
income pensioners do not in general have a right to social assistance, a pensioner can 
become eligible if essential expenses are particularly high (cf. vignette of Taneli). The 
problem with this (survey-based) indicator of poverty is that it does not identify the 
share of pensioners who might be eligible for the assistance but do not claim it. Further, 
like other income-based indicators, also the threshold for social assistance is an outcome 
of political compromises and therefore artificial. (Ginn 2008, 207.)   
 
Finally, I will combine the presented poverty definitions in the analysis in order to 
examine whether there is overlap in the groups defined as ‘poor’. The purpose is to 
identify the respondents who are both subjectively and objectively poor (see e.g. 
Haapola et al., 2012). I will call those defined as ‘poor’ by at least two of three 
indicators as the “core poor”.   
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3.2 Poverty among pensioners 
  
3.2.1 Financial conditions  
 
Already Rowntree (1901) identified that income poverty is particularly related to certain 
periods of life. This “life-cycle of poverty” stressed childhood, parenthood and old age 
as particular periods when a person is vulnerable to financial problems (see also Lister 
2004, 67–68; Kangas & Palme 2000). This notion still holds true particularly in 
developing countries, whereas in the industrialised world pension systems have lessened 
financial risks of the elderly (see Kangas & Palme 2000). Since labour market history 
nowadays determines the retirement income to a great extent, labour market inequalities 
are carried over into old age (Alcock 1997, 24, 169; Ginn 2008, 211; Mau & Verwiebe 
2010, 200).   
According to the 60 per cent of median income -threshold, 19 per cent of people aged 
65 and older were defined as poor in the EU27-member states
15
 in 2008. In Finland the 
share was 23 per cent. Hungary (4 %), Luxembourg (5 %) and Czech Republic (7 %) 
had the lowest rates, whereas Latvia (51 %), Cyprus (49 %) and Estonia (39 %) had the 
highest rates.
16
 (Zaidi 2010.) When pensioner poverty (according to the 60 per cent of 
median income -threshold) was examined in the EU-15
17
 during 2004–2009, the Nordic 
countries exhibited both high poverty rates and large gender differences. Thus, an 
interesting point was made in regard to the sensitivity of poverty thresholds. The so 
called poverty gap was extremely small in Finland, implying that a large share of 
pensioners remained just below the 60 per cent -threshold. When 50 and 40 per cent -
thresholds were applied, the prevalence of poverty among the Finnish pensioners was 
much smaller. (Kangas & Hussain 2014 in press; see Barr 2013, 35; about sensitivity of 
thresholds see also Ahonen 2011.)  
                                                     
15
 Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, 
Netherlands, Portugal, Spain, Sweden, United Kingdom, Cyprus, Czech Republic, Estonia, Hungary, 
Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia, Bulgaria and Romania.  
16
 However, the relative differences often do not reflect absolute conditions: a pensioner not classified as 
‘poor’ in Czech Republic can be worse-off in absolute terms than a ‘poor’ pensioner in Finland (Zaidi 
2010; see also Fuchs et al., 2006). 
17
 Finland, Denmark, Norway, Sweden, Austria, Belgium, France, Germany, Netherlands, Ireland, United 
Kingdom, Greece, Italy, Portugal and Spain.  
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 In the end of the 1960s the poorest fourth of the Finnish elderly were dependent on the 
national pension. Those people typically belonged to small households in the 
countryside and often worked as agricultural employees. (Pulkkinen 1969, 137.) Even 
though poverty rates later radically declined in Finland due to pension policy 
developments, old age still seems to form a financial risk, at least to some parts of the 
population (see Kangas & Hussain 2014 in press; Help Age 2013).  
In contemporary Finland, the age group of 74s and older exhibit the largest share of 
low-income pensioners (Rantala 2011, 107). While 24 per cent of women aged 75 or 
older were at risk of poverty in EU27 states in 2008, their share was 31 per cent in 
Finland (Zaidi 2010, 9; cf. Barr 2013, 34). The reason why the old pensioners have a 
high poverty risk is partly explained by the gender structure and the high poverty risk of 
single households. The Finnish women aged 75 and older live three times more often 
alone compared to men of same age (Ahonen & Bach-Othman 2009; Barr 2013, 35)
18
. 
The older age groups also joined the labour force already during the 1950s and the 
1960s when pension arrangements were still in their infancy and the coverage was low 
(Zaidi 2010, 9). As in the 1960s, particularly older women who receive the full national 
pension still form a vulnerable group prone to poverty in contemporary Finland (Kautto 
2011a, 17; Kanniainen 2011, 663; see also Zaidi 2010; Vaarama et al., 2006, 108–109; 
Ahonen 2011).  
The high poverty risk rate of the old age group in Finland is captured in Figure 5. The 
young adults (18–24) also separate from others in the Figure. The young group 
comprises mostly of students. Students are likely to join the workforce after attaining a 
degree, which places them in a better position compared to the pensioners classified as 
poor (see Kanniainen 2011, 659; Hannikainen-Ingman et al., 2012, 13). In fact, the main 
reason why pensioner poverty is particularly serious is that it is experienced on a long 
term basis (Scharf et al., 2000; Lister 2004, 67; Atkinson et al., 2002, 80; Ginn 2008, 
207). The point also illustrates, that if the length of poverty would be short, we might be 
able to accept a higher degree of poverty (Kangas & Ritakallio 2005, 41; Atkinson et 
al., 2002 et al., 80). 
                                                     
18
 Why women’s pensions end up being low as a whole is due to smaller and fewer pension contributions 
while working. Women work more often in the informal sector (e.g. caring) or part-time and have lower 
average earnings. (Barr & Diamond 2008, 130–132, 138; see also Kruse 2010, 61; Zaidi 2010, 7–10.) 
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Figure 5. Poverty rates according to the relative income method (60 per cent -threshold) by age, 
1995–2012, (%). 
 
 
Source: Statistics Finland (2014). 
The poverty rate of people aged 75 and older was approximately 16 per cent in 1995 
and it doubled during 1995–2008. Due to strong inflation in 2008, the earnings-related 
pension index and the national pension index were both increased by approximately five 
per cent in 2009 (Laesvuori 2009, 35; Kela 2014a; see Tuominen et al., 2011, 51)
19
. 
This can be seen as a drop in the Figure particularly among the oldest age group. The 
poverty rate of the younger pensioners (65–74-year-olds) was 9 per cent in 1995 and it 
increased to 17 per cent by 2005, after which it has declined. A strong decline is found 
during 2011–2012 particularly among the old pensioners whose poverty rate decreased 
from 28 per cent to 24 per cent. The decrease might reflect the guarantee pension 
reform. The decrease of the poverty rate of the younger pensioner age group is more 
modest.  
Despite the high poverty risk, the relative financial status of pensioners is still rather 
favourable compared to other benefit groups (Figure 6). Pensioners have the highest 
                                                     
19
 Figure 5 includes the whole age groups, i.e. also pensioners who receive earnings-related pension. 
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statutory minimum benefit compared to other Finnish basic security benefits
20
. 
According to the evaluation on the sufficiency of basic security, pensioners’ are the only 
group whose level of benefit (after the guarantee pension reform) can cover reasonable 
minimum living costs (THL 2011). 
 
Figure 6. Minimum net benefits
21
 in 2013 (€/month) and median income thresholds (2012). 
 
 
Source: Kela (2013f); Statistics Finland (2014). 
 
The relative poverty rates for year 2013 are not yet available which is why the 2012 
rates are applied. The 60 per cent -threshold was 1170 euros per month in 2012.  The 50 
per cent -threshold was 975 euros per month and the 40 per cent -threshold was 780 
euros per month. The level of the full national pension topped-up with theh guarantee 
pension remained below all the median income thresholds in 2013. Poverty gap can 
describe the depth of income poverty and the income effect of the guarantee pension 
better than a plain poverty threshold. (See Atkinson et al., 2002, 114–115; see also 
Kainu & Niemelä 2014 in press.) The 60 per cent of median -threshold was 1140 euros 
in 2011 (Statistics Finland 2013b). The poverty gap between the full national pension 
                                                     
20
 Figure 6 assesses only the different levels of common basic security benefits. There is usually overlap 
of benefits, and housing allowance is normally included in the income compositions of people who rely 
on the statutory basic security. This discussion took more place in chapter 2.3. 
21
 Labor market subsidy, minimum parental allowance and minimum sickness benefit are taxed roughly 
with 20 % in Figure 6, whereas the minimum pension is tax free. 
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(2011) and the 60 per cent -threshold was 49 per cent among singles and 54 per cent 
among pensioners who lived in couple prior to the guarantee pension reform. After the 
guarantee pension reform the poverty gap of both households was 40 per cent.  
If we still return to the vignettes (chapter 2.3) from the perspective of poverty gap, we 
can notice that from income poverty perspective Jorma and Saara are well-off mainly 
due to Jorma’s earnings-related pension. According to the 60 per cent median income 
threshold (1170 €/month in 2012) Jorma and Saara are both 30 per cent above the 
threshold. Taneli is 2 per cent above the threshold. Maija has the longest distance 
between her disposable income and the poverty threshold: 23 per cent.  However, if the 
housing costs are taken into account, the poverty gap of Maija is 38 per cent and 
Taneli’s 49 per cent.  
 
3.2.2 Subjective financial wellbeing 
 
Nordic wellbeing research has traditionally focused on resources which has sometimes 
been criticised as an overly objective approach (Tuominen 2008b, 14). However, the 
subjective wellbeing approach started to gain ground during the 2000s in general as well 
as in studies on pensioners (Airio et al., 2013; European Commission 2010; Haapola et 
al., 2012; Kautto et al., 2009; Palomäki 2009 & 2011; Simpura & Uusitalo 2011, 132; 
Thelin 2013). Particularly quality of life (QoL) research has paid attention to 
pensioners’ financial satisfaction (see Palomäki 2009, 542; Weidekamp-Maicher & 
Naegele 2007). In general, this study understands the concept of SFW as a dimension of 
the larger concept of subjective wellbeing (cf.  Diener 1984; Stiglitz et al., 2009, 145–
146; Allardt 1976, 33). 
Even if income is only one factor contributing to subjective wellbeing or general life 
satisfaction, it plays a greater role in explaining financial satisfaction (Diener & Biswas-
Diener 2002). However, the poorer the starting point the more important income 
appears also in regard to general subjective wellbeing (Diener 1984). The relationship 
between income and SFW is well-established, even though not always linear (Hsieh 
2001; Litwin & Sapir 2009; Stoller & Stoller 2003). The role of income is not 
straightforward:  the perceived income adequacy is influenced also by comparison 
groups and estimation of future needs (Litwin & Sapir 2009, 398). Consistently, 
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pensioners’ subjective financial wellbeing is influenced not only by the level of pension 
but also by, for instance, age, subjective health and relationship status (e.g. Kautto et al., 
2009; Airio et al., 2013). I will now present some earlier studies on pensioners SFW.  
Kautto et al., (2009) noticed that particularly age and self-rated health were linked to 
pensioners’ perceived difficulty to make ends meet, when gender, household type and 
income were controlled. Pensioners under the age of 55 reported more financial 
difficulties compared to older respondents despite the higher poverty risk rate of the 
latter group. Furthermore, perceived inadequacy of income was more common among 
single pensioner households than among those who lived in relationships when other 
independent variables were controlled.  
Palomäki (2009) studied the factors that explain differences in SFW among the low-
income pensioners. She found that self-rated health, perceptions on the adequacy of 
financial resources, life satisfaction and social relations influenced the experiences.  
However, when all the factors were controlled in the model, it seemed that pensioners’ 
experienced livelihood was mainly explainable by their perception of the adequacy of 
financial resources. In a later study (2011) Palomäki found that the majority of the 
Finnish pensioners were financially satisfied and the satisfaction correlated with the 
level of income. The pensioners below the age of 55, those with poor health and living 
alone had the most financial difficulties. The old low-income pensioners (above the age 
of 75) appeared surprisingly satisfied.  
Haapola et al., (2012) studied the aging of three cohorts in Päijät-Häme (region in 
Southern Finland). According to the panel study, scarcity experiences have become 
more common during 2002–2008 among pensioners and subjective poverty has 
increased. Income poverty was found to be related to other wellbeing deficits, such as 
poor health and lack of recreational activities. When pensioners were asked to assess 
their subjective wellbeing from the perspective of close relationships, housing 
conditions and residential area, the poor did not differ from others. The study found two 
kinds of pensioner poverty: traditional agrarian poverty which troubled particularly the 
older pensioners, and urban poverty which trapped especially men with unemployment 
history. The multiple indicator (subjective and objective poverty) of the study covered 
particularly single men in urban environments.  
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Airio et al., (2013) analyzed a survey on recipients of the full national pension. The 
same survey forms the pre-reform (2010) data in this study. They noticed that the level 
of income was rather homogenous among the pensioners’ entitled to the full national 
pension but the variation in SFW was larger. Low SFW was linked to poor self-rated 
health, young age, living alone, renting and to lack of education. An interesting finding 
was also made in regard to mother tongue: Swedish speaking Finns tended to have 
higher SFW compared to pensioners who had Finnish as their first language.  
Litwin & Sapir (2009) studied perceived income adequacy among older adults (aged 50 
years and older) in dozen, mainly European, countries. In a multivariate context, they 
found that income and wealth were the primary factors that explained the perceived 
income adequacy. Other, but more minor, factors that were related to financial distress 
were poor health, young age, low education, male gender and pessimistic financial 
expectations. Stoller and Stoller (2003) studied perceived income adequacy among 
European American retirees. Finnish Americans in Florida and in Minnesota formed 
two of the four sub-groups in the sample. According to multiple regression analyses, 
income; good health and old age were positively related to perceived income adequacy. 
Gender, marital status and education were not significant in the analyses.  
Many resources beyond income seem to play a role for pensioners when they self-assess 
their living standards and financial satisfaction. Health appears as an important factor in 
all of the previously presented studies. It is reasonable since health influences 
pensioners’ needs and spending priorities. Subjective ill-health tends to be linked to 
problems in livelihood
22
. (E.g. Dominy & Kempson 2006, 81; Palomäki 2011, 117.) 
Furthermore, it is well-established that the socio-economic position is a social 
determinant of health: those with a lower socio-economic status tend to have poorer 
health and shorter average life expectancy compared to people in higher positions. 
(Marmot 2004; Rostila & Toivanen 2012; see also Leinonen et al., 2012.) In a Swedish 
study, the elderly with the most health problems were single men: being married or 
sharing a household with another person was found to support good health. Marital 
status is linked both to financial and gender-related structures. (Fors & Lennartsson 
2012, 356–357.)  
                                                     
22
 Yet causal direction is likely to run in both directions.  
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By international comparison, the Finnish pensioners have relatively high SFW (Ahonen 
2011, 142–143). Interestingly, scholars have noticed that surprisingly large share of 
pensioners with low income also experience their financial conditions rather positive. 
Particularly the old low-income pensioners have high perceived adequacy of income 
compared to the younger age groups. The phenomenon has been called the ‘satisfaction 
paradox’ (Hansen et al., 2008; Olson & Schober 1993; see also Hsieh 2002; Ginn 2008, 
219; Stoller & Stoller 2003; Litwin & Sapir 2009).  
In the study of Kautto et al., (2009) approximately half of the pensioners in the lowest 
income bracket (income limit 9800 €/year) reported no perceived income problems. 
Palomäki (2011) had similar results (with an income limit of 14 700 €/year). Haapola et 
al., (2012) also found that even though the poverty rate based on income was highest in 
the oldest age group (born 1926–1930), poverty experiences were more common among 
the younger pensioners (born in 1946–1950). Airio et al., (2013) found that young low-
income pensioners (aged 65–69) had lower SFW than the older pensioners. Despite the 
likely decrease in health status, autonomy and income, the older age groups seem to be 
more satisfied with their lives than their younger counterparts (e.g. Hansen et al., 2008; 
Vaarama & Ollila 2008).  
Researchers have approached the satisfaction paradox both with technical and 
behavioural explanations. Technical perspectives refer to, for instance, problems in 
satisfaction measurements, whereas behavioural explanations mention, inter alia, 
stigma of expressing dissatisfaction, resignation and adaptation processes of the poor 
pensioners and the problem of reference groups. (Olson & Schober 1993.) 
Alternatively, the paradox has been explained by dynamic (aging and life course 
explanations) and static approaches (cohort explanations) (Hansen et al., 2008). 
Expenditure tends to decline in old age so that the elderly can manage better with low 
income (Litwin & Sapir 2009, 398). From a static perspective, social and retrospective 
comparisons can affect the perceptions of financial wellbeing (Plagnol 2010, 751–752). 
The younger age groups might have higher expectations of income and living standards 
than the old, and being forced to lower expectations is likely to decrease satisfaction 
(Dominy & Kempson 2006, 28–29). Hsieh (2002) found a particular strong inter-cohort 
effect among the poor elderly, proposing that the future old and poor will be more 
dissatisfied financially than those of today. The static, i.e. cohort explanations, have 
gained more support than the dynamic explanations (Hansen et al., 2008, 326).  
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J.P. Roos’ (1987) well-known classification of Finnish generations can deepen the 
understanding of the SFW of low-income pensioners (cf. Corin 2013). The respondents 
of the sample were born during 1925–1948, and according to Roos’ classification they 
can be divided into two generations. Those born during 1925–1939 belong to the 
generation of reconstruction which is characterised by the after-war restructuring of the 
Finnish society and improved living standards. Their experiences are two-fold: their 
youth was characterised by the Finnish Winter War and the Continuation War, scarcity 
and material trouble, whereas their adulthood was a time of improved material 
conditions and security. The younger respondents born during the 1940s belong to the 
generation of transformation. Their experiences are no more characterised by wars, 
fundamental unsafety, ill-health or poverty as much as those of the older generation. 
The younger pensioners of this study have experienced the growing material wellbeing, 
the great depopulation of the Finnish countryside and the increased importance of and 
improvement in education. Building on the generation theory, the older respondents are 
likely to have harsher experiences of poverty which could lower financial expectations 
and emphasize other, non-monetary, values in life (cf. Haapola et al., 2012, 296). Corin 
(2013, 88) noticed that the oldest pensioners often expressed pride in surviving in poor 
conditions, whereas the younger pensioners were less ashamed to receive societal help.  
The satisfaction paradox has not been supported by all studies concerning the SFW of 
low-income pensioners: according to Palomäki (2009), the satisfaction paradox 
disappeared when health was controlled. Palomäki also underlined the importance of 
including more detailed information on pensioners’ spending, assets and loans as well 
as housing and health care costs in studies on satisfaction paradox. In fact, the savings 
rate of Finnish pensioners is internationally high. The behaviour has been explained by 
pensioners’ desire to prepare for possible adverse changes in their health and their wish 
to leave bequests, as well as by distrust towards pension security. (Niemelä 2008, 31–
34; Kiander et al., 2004.)  
SFW can affect pensioners’ spending. Stoller & Stoller (2003) found, that the more 
financially satisfied pensioners’ tended to say that they would spend a hypothetical 
income increment to savings or to gift giving, in contrast with the less satisfied, who 
were more likely to say they would spend it to essentials. Instead of income, the 
perceived financial adequacy was the integral variable to explain the spending of the 
elderly. In general, spending is influenced by the income of a household as well as 
32 
 
 
factors such as phase of life and age (Niemelä 2005, 472). The level of consumption 
decreases with aging and a pensioner does not need the same amount of income as 
before retirement to be able to reach a decent level of consumption, because large 
investments have normally been already made. (Niemelä 2008; Airio et al., 2013, 146; 
Pulkkinen 1969, 258; Diener & Biswas-Diener 2002, 155.) For instance, the relative 
importance of housing costs is often different for the elderly than for the general 
populace. Approximately 80 per cent of people aged 65 and older live in an owner-
occupied flat in Finland, with often little or no mortgage. (Niemelä 2008, 45–47.)  
Contrary to other household types, pensioner households tend to spend more on basic 
goods, such as food and health care
23
. Health tends to worsen with age and therefore 
nursing and care services can form an important part of pensioners’ expenditure. The 
privatization of nursing services has led to the treatment of the elderly as consumers 
who are expected to be able to compare suppliers and use their “freedom of choice” on 
the markets of services. The pensioners with good social and financial resources have 
better chances to transform their resources into wellbeing on the markets than have the 
poorer and more disadvantaged. Particularly old single women with low income seem to 
be in a vulnerable position in this respect. (Van Aerschot  & Valokivi 2012, 251–254, 
265–268.)  
 
  
                                                     
23
 A generational effect might also exist in spending habits. The current pensioners are likely to have 
adapted a more frugal lifestyle than future pensioners who have lived in a more wealthy society in 
general, and can be more influenced by the consumption-oriented culture. (See Kiander et al., 2004, 108–
109.) 
 
33 
 
 
4 Research frame, data and methodology 
 
4.1 Research questions and hypotheses 
 
The main research question of this study is: Has the subjective financial wellbeing of 
the pensioners aged 65–85 entitled to the full national pension changed after the 
guarantee pension reform?  
The analysis is based on two comparable surveys (2010/2013) conducted prior to and 
after the reform.  
Manifold factors, such as changes in the national economy, might naturally have had an 
influence on the SFW of the target group. Therefore this thesis does not examine the 
influence of the guarantee pension. Even though causality is often assessed in 
quantitative social research, it is very difficult to draw causal inferences from surveys 
(Marsh 1982, 69). The identification of a causal connection normally requires a control 
group and other conditions to be fulfilled (Alkula et al., 1994, 166–174).  
There are two complementary research questions. First, there is an analysis of the 
independent factors that are related to the SFW in 2010 and 2013. Second, the 
perspective of SFW is complemented by studying the target group with three indicators 
of poverty: the subjective poverty approach; the relative income method and the social 
assistance recipiency -criterion. The concept of ‘core poor’ is used to identify 
respondents that fulfil two or more of the poverty indicators.  
The two complementary research questions are:  
1. Which factors relate to the SFW of the subject group in 2010 and 2013?  
2. What is the share of the target group classified as poor according to the three 
poverty indicators in 2010 and 2013?  
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The main hypothesis is:  
The low-income pensioners have higher subjective financial wellbeing after the 
guarantee pension reform than before it.  
The hypothesis is based on the notion that the guarantee pension considerable increased 
the level of the minimum pension (17 per cent for singles, 32 per cent for pensioners 
living in a couple). 
The hypotheses for the complementary questions are:  
1. Poor self-assessed health, young age, low income and living alone will be linked 
to low rates of reported subjective financial wellbeing. 
2. Compared to the other metrics, the relative income method identifies the largest 
share of the target group as poor in both years. A smaller share is defined as poor 
according to the subjective threshold, and even fewer receive social assistance. 
Poverty has decreased by every metric since the reform.  
The first complementary hypothesis is based on previous literature on factors that have 
been found to be related to pensioners’ SFW (e.g. Kautto et al., 2009; Tuominen 2008b; 
Hansen et al., 2008; Airio et al., 2013).  
The second hypothesis stems from the observation that if we consider only the pension 
income of the target group, the whole group is defined as poor according to the 60 per 
cent -threshold still after the reform (see Figure 6). However, in the analysis I examine 
the reported household income which is likely to raise some of the target group above 
the threshold due to, for instance, the income of a spouse. Consistent with the 
satisfaction paradox, it is hypothesized that the subjective definition captures fewer 
pensioners than the relative income method. The subjective threshold differs from the 
SFW and will be introduced in the analysis more in detail. Since the pensioners entitled 
to the full national and guarantee pension do not, in principle, have a right to social 
assistance, the hypothesis suggests that only few of the pensioners receive social 
assistance. Due to the increase in the pension level in 2011, the hypothesis proposes that 
every indicator will present a decline in poverty.  
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4.2 Data  
 
Kela collected the pre-reform data at year-end 2010. The post-reform data was collected 
approximately two and a half years after the guarantee pension reform in autumn 2013. 
The data is based on postal surveys, which were targeted to old-age pensioners aged 65–
85 entitled to the full national pension. These pensioners became eligible for the 
guarantee pension in March 2011. Pensioners who lived in institutions were excluded 
from the target group. The age restriction is due to the official old-age national pension 
retirement age in Finland (65).  
The basic structure of the questionnaires was identical in both surveys. The 
questionnaires consisted of 18–20 multiple choice questions and of one open-ended 
question. The first eight questions asked basic information about the respondent (age, 
gender, habitation, residential area, housing type, education, previous occupation and 
health). The following eight questions covered economic and social aspects: satisfaction 
with living standards and the ability to make ends meet; the experienced relative 
economic position in comparison with other pensioners and their past; social benefits 
and compensations received, and specific problems and solutions in regard to financial 
difficulties. The open-ended question concerned the monthly disposable household 
income. Table 1 presents the frequency and percentage distributions of the variables.  
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Table 1. Description of the study variables. 
 
 
                                                     
24
 Secondary education and higher education were in the same answer alternative in the 2010 
questionnaire. 
  2010  2013  
    n % n % 
Household composition Alone  350 35.8 672 37.5 
  With a spouse 544 55.6 945 52.7 
  With someone else 84 8.6 177 9.9 
Residential area Large city 100 10.3 406 22.7 
 
Small city or population centre 272 28 833 46.7 
  Countryside 598 61.6 546 30.6 
Housing Owner-occupied flat 590 60.9 1011 56.7 
  Right of residence apartment 27 2.8 55 3.1 
 
Rented flat 249 25.7 500 28 
  Living at relatives 15 1.5 31 1.7 
  Sheltered accommodation 63 6.5 144 8.1 
  Other arrangement 25 2.6 43 2.4 
Educational attainment 
 
Elementary school 677 75.3 1227 71.5 
Vocational course, apprenticeship 38 4.2 97 5.6 
  Vocational school 75 8.3 169 9.8 
 
Secondary education/ 
upper secondary school 109 12.1 132 7.7 
 Polytechnic, university
24
 - - 92 5.4 
Self-rated health Good  44 4.5 127 7.2 
  Quite good 190 19.4 330 18.6 
  Average 389 39.8 692 39 
  Quite poor 253 25.9 447 25.2 
 
Poor 102 10.4 178 10 
Previous employment 
status (respondent)  
Salary earner 169 19.6 290 17.7 
Entrepreneur, freelancer  52 6 89 5.4 
  Farmer 30 3.5 51 3.1 
  Assisting on a farm etc.  83 9.6 183 11.1 
  
Housewife/outside the 
labour market 396 45.8 707 43 
 None of the previously mentioned 134 15.5 323 19.7 
Previous employment 
status (spouse) Salary earner 377 73.8 641 74.5 
 Entrepreneur, freelancer  65 12.7 111 12.9 
 Farmer 12 2.3 22 2.6 
 Assisting on a farm etc. 6 1.2 5 0.6 
 
Housewife/not associated 
with labour market 26 5.1 28 3.3 
 None of the previously mentioned 25 4.9 53 6.2 
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In addition, the income quintile variable divides the sample into five groups of similar 
size according to the reported income. The monthly equivalent income limits in the 
quintiles were following in 2010: I quintile 0–600 euros; II quintile 601–909 euros; III 
quintile 910–1119 euros; IV quintile 1120–1453 euros; and V quintile 1454 euros or 
more.  In 2013 sample the limits were: I quintile 0–731 euros; II quintile 732–1000 
euros; III quintile 1001–1267 euros; IV quintile 1268–1667 euros; and V quintile 1668 
euros or more. 
The questionnaire was attached with a covering letter and a reply envelope with paid 
postage was included. The mailing process was administered by Kela. The 
questionnaires and covering letters are included in the Appendix. 
Kela selected the survey respondents on the basis of a random sample from the target 
population. The 2010 -data consisted of random samples of three sub-populations. The 
sub-populations were (i) people living in Åland; (ii) Finnish-speakers living in 
mainland; and (iii) Swedish-speakers living in mainland. (Airio et al., 2013, 150–151.) 
The target population of the 2013 survey was restricted to Finnish-speakers in mainland. 
Therefore in subsequent comparisons, only data on Finnish-speakers is used from the 
2010 survey. The response rate for the Finnish speakers was 51 per cent in 2010 (ibid., 
150). In 2013, the random sample was extended to 3000 persons. All questionnaires that 
were received before 1.1.2014 were included in the final sample. Four questionnaires 
were still received during January-February 2014 but due to the time table of the study 
they were not included in the analysis.  The response rate was 63 per cent. 
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Table 2. Representativeness of the data in regard to age and gender 
 
 
 
 
 
 
 
 
 
 
 
 
It was not possible to obtain the age and gender breakdown of pensioners receiving the 
full national pension. However, random sampling should entail that the original sample 
is representative of the population. Therefore the representativeness of the final sample 
can be assessed indirectly by comparing it to the original sample (Table 2).  
 
There are some differences between the 2010 and 2013. The share of the youngest age 
group is larger in 2013 than in 2010. Additionally, the share of men is larger in the 
original sample of 2013 than in 2010. There also seems to be some non-response bias 
based on a comparison of the original and final samples. The oldest age group (85–89) 
is over-represented in both surveys, and the age group of 70–79-year-olds is under-
represented. Additionally, in the 2013 survey, men are slightly under-represented 
whereas the opposite was the case in 2010.  
 
The response rates in both years, and particularly in 2013, are relatively high. The age 
of the target group can be a factor: pensioners have more spare time than people still in 
the labour market. Older generations might also have more respect for ‘authorities’ than 
younger people. The high response rates can also reflect that the research topic was 
considered as important.  
Particularly when people form the subject of a research, data acquisition, privacy 
protection and result translations need to be examined from the perspective of research 
  
  
        Data 2010 
 
               Data 2013 
  
Original 
sample 
 
Final sample 
 
Original 
sample 
 
Final sample 
 
Sample size (n) 2000 993 3000 1808  
Not reached (n) 44 
 
111   
Response rate 51 % 63 % 
Age 
  
   
65–69 19 % 21 % 31 %  28 %  
70–79 55 % 48 % 47 % 43 %  
80–85 26 % 31 % 22 % 29 %  
Gender 
  
   
Woman 84 % 82 % 78 % 81 %  
Man  16 % 18 % 22 % 19 %  
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ethics (Saaranen-Kauppinen & Puusniekka 2006; Ketonen 1997). The plan of this study, 
the covering letter and the questionnaire were discussed in the ethical committee of the 
research department of Kela. The committee supported the project and accepted the 
material (see Airio et al., 2013).  
I have endeavoured to follow the commonly known “good scientific practice” (see 
National Advisory Board on Research Ethics 2002) throughout the research project. The 
good practise covers all the phases from collecting and saving the data to accurate and 
honest reporting of the results (ibid.). One practical example of the ethical choices 
applied is the age limitation set for the respondents (65–85). Elderly over 85-year-old 
are likely to have more health problems, which would have raised the risk of 
misunderstandings between the researcher and the subjects of the study.  
Privacy protection was particularly substantive in data collection. Every questionnaire 
was marked with an identifier number that enabled both anonymity and control for 
upcoming response rounds. The questionnaires included no identifiable information on 
the respondent, such as names, but a list of those who had replied or not could be 
updated for reminder rounds with the help of the random identifier number.  The 
covering letter, which was attached to every questionnaire, underlined the voluntariness 
of participation and the right to discontinue association with the study at any time. The 
confidentiality of data processing was emphasised in the letter, as well as the fact that 
individual respondents will not be recognisable in data analysis. The questionnaires 
were securely stored and handled with accuracy. I also received phone calls from 
respondents who wanted, for instance, to ask advice how to fulfil the questionnaire or to 
discontinue their participation in the research. The phone calls are not reported or saved 
anywhere.  
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4.3 Methodology 
 
The statistical analyses of the study are carried out with SPSS Statistics version 21. The 
analysis begins with descriptive statistics on the SFW index variables, by focusing on 
the answer distributions and key ratios (e.g. means, medians and standard deviations). I 
employ cross-tabulation throughout the analysis, which is a common way of elaborating 
on the connections between two particular categorical variables.  
Cross-tabulation includes the Chi-square (X
2
)
 
-test. It tests the statistical significance of 
differences between categories in the contingency table. It produces a p-value which 
indicates the likelihood that the observed differences across categories are due to chance 
under the hypothesis that the distributions are equal. For example, p-value of 0.05 
indicates a risk level of 5 per cent, meaning that there is 95 per cent probability that the 
connection found in the cross-tabulation would also be found in the population, i.e. that 
the distributions across categories are in fact not equal. The significance levels are 
marked in the following manner in the analysis: * = the result is significant at the 5 % 
risk level (p<0.05); ** = the result is significant at the 1 % risk level (p<0.01), and *** 
= the result is significant at the 0.1 % risk level (p<0.001). 
The operationalization of the subjective financial wellbeing (SFW) concept is based on 
two questions which were identical in the pre-reform and post-reform surveys (cf. Airio 
et al., 2013, 155–157). The first question concerned satisfaction with current living 
standards and consumption possibilities, whereas the second question considered the 
ability to make ends meet. To measure SFW I create an index variable by summing 
answers to the two questions (cf. ibid.). The advantage of the index variable is that it is 
a more valid and reliable measurement compared to a single-item approach (see Hsieh 
2001, 150; 2003, 109). I investigate whether the questions measure the same underlying 
phenomenon by employing Cronbach’s Alfa, which is one of the most common 
reliability tests (Vehkalahti 2008, 120). The Alfa takes a value between 0 and 1, and the 
higher the value, the more consistent the variables are. It is difficult to set a universal 
limit for a sufficient value of reliability, but generally a desirable minimum value of 
Cronbach’s Alfa is 0.6 or 0.7. (See Jokivuori & Hietala 2007, 135; Alkula et al., 1994, 
97–100.) 
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To investigate which factors relate to SFW I employ a two-way analysis of variance. 
Multivariate analyses are a more advanced means of elaboration (Jokivuori & Hietala 
2007, 16–17). The analysis of variance compares the group means of different answer 
alternatives (e.g. health scale) in regard to the dependent variable (Jokivuori & Hietala 
2007, 153–154). Since the SFW index is considered as a continuous variable and all 
independent variables are categorical, the analysis of variance is more suitable method 
here than, for instance, linear or logistic regression analysis.  
 
Separate from the analysis of SFW, the development of old-age poverty is examined 
according to three metrics.  As noticed in chapter 3, different poverty metrics capture 
various kind of poverty and therefore define different people as poor. Therefore it is 
reasonable to study old-age poverty with multiple indicators, which include both 
subjective and objective elements.  
 
Table 3. Poverty indicators employed in this study. 
Method     Criteria 
 Subjective poverty  Subjective evaluations 
about living standards and 
ability to make ends meet 
 
 Relative income method 40; 50 or 60 % of median 
income 
 Social assistance 
recipiency 
Entitlement based on the 
gravity of financial 
situation (need to apply) 
 Double and triple 
definition 
40 % -threshold and 
subjectively poor; 
subjectively poor and 
social assistance recipient; 
all three conditions 
 
Subjective poverty is defined with the same questions of those used to form the SFW 
index. The conditions for the definition are: (i) a respondent is ‘quite’ or ‘very 
dissatisfied’ with her current living standards and consumption possibilities, and (ii) she 
has ‘some difficulties’ or it is ‘very difficult’ to make ends meet with the current 
household income.  
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The relative income method compares respondents’ reported disposable (equivalised) 
income to the thresholds of 40, 50 and 60 per cent of median income in a certain year. 
Employing three thresholds can be used for sensitivity analysis and to judge poverty 
gap. The results are, naturally, influenced by the development of the national median 
income and level of the national pension.   
The third indicator is the social assistance recipiency. The examination is simple: if a 
pensioner reports to have received social assistance during the past year, she will be 
defined as poor.  
Finally, I will study the overlap in the three metrics of poverty. Since the emphasis of 
this study is on pensioners’ subjective evaluations, the subjective approach is included 
in all of the threshold combinations. First of the combinations is the 40 per cent of 
median -threshold and the subjective poverty measure; the second combination is the 
social assistance recipiency -criterion and the subjective poverty measure, and the third 
combination includes all three thresholds.  
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5 Pensioners’ subjective financial wellbeing and poverty before and after the guarantee 
pension reform  
 
5.1 Change in the subjective financial wellbeing 
 
Table 4 presents the distributions of the two questions that measured SFW in the 
surveys.  
 
Table 4. Relative frequencies of the SFW variables. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Both financial satisfaction and the ability to make ends meet have improved after the 
guarantee pension reform. The pensioners entitled to the full national pension were 
more satisfied with their living standards and consumption possibilities in 2013 than 
2010. The share of “very satisfied” and “quite satisfied” respondents have increased and 
fewer pensioners are dissatisfied in 2013 than in 2010. The change between the years is 
Satisfaction with current living 
standards and consumption 
possibilities 
2010 
  
2013 
  
  % % 
1. Very satisfied  6.5 8.6 
2. Quite satisfied  34.2 38.3 
3. Not satisfied but not dissatisfied  36.8 34.4 
4. Quite dissatisfied  14.4 13 
5. Very dissatisfied 8.2 5.7 
n= 974 1764 
p =  .006   
The ability to make ends meet with 
current household income 
    2010 
 
2013 
 
  % % 
1. Very easy 5.4 5.7 
2. Easy 22.1 25.8 
3. Only small difficulties 32 31.6 
4. Some difficulties 27 27.3 
5. Very difficult 13.5 9.6 
n= 965 1764 
p = .017   
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strongly statistically significant (p<0.01). Also the ability to make ends meet has 
improved with a reduction in the rate of pensioners finding it “very difficult” from 16.5 
to 9.6 per cent. The difference between the years is statistically significant (p < .05).  
The two variables were designed to measure SFW from somewhat different 
perspectives and have been used to form an index variable before (Airio et al., 2013). 
Before creating the new variable I re-examine its preconditions.  First I test whether the 
two variables are related to each other by creating a scatter plot. To increase dispersion 
a random error with a mean of 0 and standard deviation of 0.3 was added to the 
variable.
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 Figure 7. Scatter plots of (i) satisfaction with living standards and consumption possibilities and (ii) the ability to make ends meet, 2010 and 2013. 
                2010             2013
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There is a clear connection between the two variables in both years with the ability to 
make ends meet explaining around half of the variation in satisfaction with living 
standards and consumption possibilities (Figure 7). 
According to Pearson’s correlation test the two variables have a positive correlation of 
0.76 in 2010 and 0.735 in 2013 which are both significant at the 0.001-level
25
. Also 
Cronbach’s Alfa supports the connection of the variables. It takes a value of 0.86 for the 
2010-sample and 0.85 for the 2013-sample indicating that the variables measure the 
same underlying phenomenon.  
Since both of the questions have a five value scale, the index variable summing the two 
questions takes a value between 2–10 (cases with missing information are excluded). To 
ease the interpretations, the scale is recoded and reversed: the higher the value of the 
index (1–9), the higher the SFW.  
 
Figure 8. Subjective financial wellbeing, 2010 and 2013, index variable (%). 
 
 
         p= .03, n=958 (year 2010); n=1750 (year 2013) 
                                                     
25
 The Pearson correlation coefficient takes values between -1…1. A value of zero indicates no linear 
correlation between the variables. A value of (-/+) 1 indicates a perfect linear negative or positive 
correlation. However, correlation coefficient is not a measure of causality.   
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The mean value of the index variable is higher in 2013 (5.22) than in 2010 (4.95) 
(Figure 8).  Standard deviations are 1.98 and 1.92 respectively. Fewer pensioners are in 
the low-end of the scale and more exhibit a “high” SFW in 2013 than in 2010. The 
change between the years is statistically significant (p<0.05). In order to condense the 
information I recode values 1–3 to indicate “low”, 4–6 “average” and 7–9 “high” SFW 
(Figure 9).  
 
Figure 9. Subjective financial wellbeing, 2010 and 2013 (%).                    
                              
p=.011 
The share of respondents with high SFW has increased from a quarter in 2010 to close 
to 30 per cent in 2013. Those with low SFW has decreased in relative terms from 23 to 
18 per cent. The change between the years is statistically significant at the 0.05-level. 
Even if the level of income is low, only a minority is dissatisfied with their living 
standards and consumption possibilities, or experience difficulties to make ends meet.  
The first research question has been answered. The SFW of the Finnish low-income 
pensioners has improved after the guarantee pension reform and the change is 
statistically significant. More pensioners have high SFW and fewer have low SFW, half 
of the group still reporting average SFW.  
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5.2 Socio-economic and demographic factors affecting SFW 
 
Which factors were related to SFW in 2010 and 2013? This question will be answered 
with the help of a two-way analysis of variance. Since the method expects the 
dependent variable to be continuous, I use the unclassified form (scale 1–9) of the index 
variable following Jokivuori & Hietala (2007, 9).  
Independent variables that are controlled in the model are gender, age, household 
composition, residential area, housing form, education, self-assessed health, previous 
occupational status (household variable) and income. The year variable is included in 
the third column which examines the data from both years. In the analysis, some of the 
variables are aggregated, which can be seen by comparing Table 1 and Table 5
26
.   
 
Table 5. SFW in regard to socio-economic and demographic factors, two-way analysis of 
variance (B-coefficient). 
  2010 2013 Both years 
  B B B 
  
   Intercept 5.268*** 5.553*** 5.483*** 
Year 
  
* 
2010 
  
-0.21 
2013 
  
0 
Gender ns. ns. ns. 
Man  -0.03 0.02 0.01 
Woman 0 0 0 
Age ** *** *** 
65–69 -0.66 -0.82 -0.75 
70–79 -0.33 -0.38 -0.35 
>80 0 0 0 
Household composition *** ns. ** 
Single -0.71 -0.03 -0.31 
With someone 0 0 0 
                                                     
26
 For instance, concerning housing, a distinction is made between owner-occupiers and tenants, whereas 
all other answer alternatives are combined (living at relatives, in sheltered home or in other arrangement). 
Educational attainment is included as a dichotomous variable, which separates the respondents who have 
attained only elementary school (or lack education) from those with higher education. The former 
employment status is considered on a household level. A distinction is made between salary earners and 
entrepreneurs/farmers, whereas the other alternatives are combined (no paid work history). The income 
variable is categorical and indicates the income quintile to which the pensioner household belongs. The 
quintile division is based on the reported disposable household income and OECD’s modified 
equivalence scale (presented in chapter 2.3). 
CONTINUES 
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Residential area ns. ns. ns. 
Large city 0.07 0.07 0.07 
Small city or population centre -0.1 0.1 0.06 
Countryside 0 0 0 
Housing ns. ** *** 
Owner-occupied flat 0.21 0.15 0.18 
Rented flat -0.15 -0.36 -0.28 
Other (living at relatives, sheltered home etc.) 0 0 0 
Education ns. ns. ns. 
Max. elementary school 0.002 0.07 0.05 
More than elementary school 0 0 0 
Self-rated health *** *** *** 
Good 2.55 2.24 2.35 
Quite good 2.02 1.68 1.81 
Average 1.59 1.29 1.42 
Quite poor 0.65 0.47 0.55 
Poor 0 0 0 
Previous employment status of the household ns. ns. ns. 
Salary earners in household -0.28 0.05 -0.08 
Entrepreneurs/farmers in household -0.17 -0.14 -0.14 
Not associated with paid work 0 0 0 
Income quintiles *** *** *** 
I -1.39 -1.81 -1.62 
II -1.44 -1.59 -1.52 
III -1.28 -1.35 -1.31 
IV -0.61 -0.87 -0.77 
V 0 0 0 
Adj. R² =.322 (2010); Adj. R² =.304 (2013); Adj. R² =.314 (both years)   
*** = p < .001; ** = p < .01; * = p < .05; n.s. = not significant 
 
The year-variable can reflect the possible independent influence of the guarantee 
pension reform. Controlling for other variables, SFW is still lower in 2010 than in 2013, 
and the year variable is statistically significant. The guarantee pension reform was the 
largest change in the national pension plan during the observation period and a part of 
the difference between the years might reflect its influence. Controlling for the 
independent variables also shows, that the somewhat different compositions in the 2010 
and 2013 samples do not fully explain the change in the SFW. The change in the age 
distribution, for instance, does not explain the change in the SFW – to the contrary, 
SFW is higher in 2013 than in 2010 despite the lower average age of the population. 
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Age is a statistically significant factor in both years. Old age relates higher SFW and 
young age to lower SFW. Also household composition seems to influence SFW: single 
households have lower SFW than larger households. However, the partial effect of the 
household composition disappeared in 2013.  
Housing type influences the SFW of the pensioners: tenants have lower SFW compared 
to owner-occupiers in 2013. However, the difference is not statistically significant in 
2010. Self-rated health is strongly significant in both years. Poor self-rated health is 
related to low SFW and good health to high SFW.  
The level of income affects the SFW: income is statistically significant in both years. 
Even though all the respondents are entitled to the full national pension, they differ in 
equivalised household income. The higher the income, the higher the SFW – objective 
financial conditions influence subjective experiences.  
The difference between men and women is very marginal and it is not statistically 
significant. The same applies to the residential area. Living in the countryside or in a 
city does not affect SFW according to the model. The level of education and the 
previous employment status are, of course, linked but neither of them are related to 
pensioners SFW.   
 
5.3 The evolution of poverty 
 
Subjective poverty  
To study subjective poverty, the two questions of the SFW index are applied again. But 
the definition of ‘subjective poverty’ has tighter conditions than “low SFW”. Contrary 
to the ‘subjectively poor’, the ‘low’- cluster of the index variable also includes 
respondents who had chosen the average answer alternative in one of the two questions. 
To be defined as ‘subjectively poor’ requires that the answer to both questions is low or 
very low (answer alternatives four or five). Table 6 presents the share of subjectively 
poor pensioners in 2010 and in 2013.  
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Table 6. Subjectively poor pensioners, 2010 and 2013 (%).  
 2010 2013 
Subjectively poor 20.3 (n=202) 16.6 (n=300) 
Total n=993 n=1808 
Sig. between years  p < .01 
 
Subjective poverty has declined from 20 per cent in 2010 to 17 per cent in 2013. The 
difference between the years is statistically significant. 
Since the conditions for ‘subjective poverty’ are tighter than for ‘low SFW’, the metric 
naturally covers a smaller group of the respondents. However, the differences are not 
large. Approximately 90 per cent of pensioners who had low SFW in 2010 and 2013 
were also ‘subjectively poor’.  
 
Relative income method 
Table 7 examines the reported household income of the respondents in the light of the 
thresholds of 40, 50 and 60 per cent of the national median income. The 60 per cent of 
median income -threshold was 1228 euros in 2010 (Statistics Finland 2012). Since the 
2013 relative poverty rates are yet not available, the 2012 rates are employed when 
assessing year 2013. The 60 per cent of median income -threshold was 1170 euros in 
2012 (Statistics Finland 2014).  
 
Table 7. Relative poverty rates of the target group, 2010 and 2013. 
 
 
 
 
 
 
Year  
Income (€) Relative poverty rate (%) 
Median Mean 
Standard 
deviation 40 % 50 % 60 % 
2010 1000 1184 1236 36 55 68 
       
2013 1133 1393 1627 23 37 52 
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Both the median and the mean nominal income of the pensioners increased during the 
inspection period. They increased also in real terms due to moderate inflation. Extreme 
incomes were excluded in the analysis
27
.   
Relative poverty has decreased between 2010 and 2013 according to every threshold of 
the relative income method. The lower the threshold, the smaller the population and the 
“deeper” the poverty it captures. Whereas 68 per cent of the respondents were below the 
most common 60 per cent -threshold in 2010, the share fell to 52 per cent in 2013. 
Poverty according to the 50 per cent -threshold declined by a third during 2010 and 
2013.  The 40 per cent -poverty line illustrates the largest relative decrease (36 %) in 
poverty. 
The depth of income poverty can be examined further by using the concept of poverty 
gap. If we compare the median reported income and the 60 per cent -threshold, the 
poverty gap was 19 per cent (228 euros) in 2010 and 3 per cent (37 euros) in 2013. If 
we consider the 50 per cent -threshold, the poverty gap was only 2 per cent (23 euros) in 
2010 and zero in 2013 because median pensioner income was higher than the 50 per 
cent -threshold. As concerns the 40 per cent -threshold, the median income is higher 
than the threshold in both years. In general, the poverty gap of the median income 
pensioner has shrunk, meaning that pensioners’ income poverty is not as deep in 2013 
as it was in 2010. A great share of low-income pensioners is situated just below the 60 
per cent –threshold and even a modest increase in income could raise a large number of 
pensioners out of relative poverty. Even if the guarantee pension did not raise the 
median low-income pensioner above the 60 per cent of median income threshold, it did 
reduce the size of the gap. However, it should be remembered that the ‘median low-
income pensioner’ does not represent the financially poorest respondents. 
 
 
 
                                                     
27
 Extreme answers distort the mean of the sample and can be due to coding errors. Before top-coding the 
standard deviation was 3825 euros in 2013, i.e. over three times larger than in the 2010 survey. The 
respondents (n=3) whose reported monthly income was above 30 000 euros were censured. After the 
adjustment, the mean dropped from 1491 euros to 1393 euros in 2013 and the median remained at 1133 
euros. No one in the 2010 sample had reported monthly income higher than 30 000 euros. 
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Social assistance recipiency  
As the third metric of poverty, Table 8 presents the share of pensioners who received 
social assistance in 2010 and in 2013. 
 
Table 8. Social assistance recipients, 2010 and 2013 (%).  
 2010 2013 
Social assistance 
recipiency 
6.4 (n=64) 6.2 (n=112) 
Total n=993 n=1808 
Sig. between years  n.s. 
 
The share of pensioners who reported to have received social assistance during the past 
year has remained almost the same between the years. The ‘social assistance recipiency’ 
is the harshest poverty line applied in this study and is closest to absolute poverty. That 
is why it is both understandable and desirable that it defines the lowest share of 
pensioners as ‘poor’. However, it is the only indicator which does not present a 
statistically significant decline in poverty between the years.  
 
Overlap of the different groups of poor  
Finally, I have generated a new categorical variable to identify the respondents that are 
classified as poor according to multiple categories. The first category refers to 
respondents who are defined as poor according to both the subjective approach and the 
social assistance recipiency -criterion. The second category includes respondents who 
are defined as poor by both the 40 per cent -threshold and the definition of subjective 
poverty. The third category covers respondents who are poor according to all three 
definitions (pensioners of this group also belong to both of the double definition 
groups). 
Table 9 illustrates the shares of the poor according to the double and triple definitions. 
To revise, the subjective definition covered 20 per cent of the respondents in 2010 and 
17 per cent in 2013. The 40 per cent threshold -threshold covered 36 per cent of the 
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respondents in 2010 and 23 per cent in 2013. Approximately six per cent received social 
assistance in both years.  
 
Table 9. Poverty according to multiple indicators, 2010 and 2013 (%). 
 2010 2013 
Subjectively poor and 
social assistance  
recipient  
 
2.1 (n=21) 1.5 (n=26) 
40 per cent -threshold 
and subjectively poor  
8.5 (n=85) 4.8 (n=87) 
 
All conditions 1.5 (n=15) 0.9 (n=16) 
 
Total  9.2 %; n=91/993 5.4 %; n=97/1808 
 
Sig. between years                         p > 0.05 
 
 
Fewer pensioners are poor according to more than one definition in 2013 than in 2010. 
The share of the subjectively poor pensioners who also receive social assistance has 
slightly declined. The 40 per cent -threshold combined with the subjective poverty 
measure covers the largest group: 8.5 per cent of the respondents in 2010 and 4.8 per 
cent in 2013.The triple definition covers only a handful of respondents. The differences 
between the years are not statistically significant, which can be due to the small number 
of observations.  
 
The respondents who are poor according to two or three metrics are defined as ‘core 
poor’ in Table 10.  
 
 
Table 10. The ‘core poor’, 2010 and 2013 (%). 
 
 2010 2013 
‘Core poor’ 9.2 (n=91) 5.4 (n=97) 
Total n=993 n=1808 
Sig. between years  p < .001 
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The share of the core poor has declined sharply from 2010 to 2013 and the change 
between the years is statistically significant. 41 per cent fewer pensioners are defined as 
poor according to the multiple definition in 2013 than in 2010.  
 
5.4 Summary of results 
 
To summarise, the results are presented in Table 11.  
 
Table 11. Summary of results. 
 
METHOD                        RESULTS 
 SFW index Low SFW: 22.7 % in 2010 and 18.3 % in 2013 
Average SFW: 52.5 % in 2010 and 53.2 % in 2013 
High SFW: 24.8 % in 2010 and 28.5 % in 2013 
 
 Subjective 
poverty  
20.3 % of the respondents in 2010 and 16.6 % in 2013. 
 
 
 Relative 
income 
method 
68 % in 2010 and 52 % in 2013 (60 %-threshold). 
55 % % in 2010 and 37 % in 2013 (50 %-threshold). 
36 % in 2010 and 23 % in 2013 (40 %-threshold). 
 Social 
assistance 
recipiency 
 
 
6.4 % of the respondents in 2010 and 6.2 % in 2013 (n.s.) 
 Double or 
triple 
definition 
 
9.2 % in 2010 and 5.4 % in 2013. 
 
The main result is that the SFW of the pensioners entitled to the full national pension 
has improved after the guarantee pension reform. More pensioners are satisfied with 
their living standards and consumption possibilities, and find it easier to make ends 
meet in 2013 than in 2010. The result is consistent with the main hypothesis.  
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The SFW index confirmed the change between 2010 and 2013. The majority of the 
pensioners had average SFW in both years, while the share of those in the low-end 
dropped from 23 per cent to 18 per cent and the share in the high-end of the scale rose 
from 25 per cent to 29 per cent. Considering the income level of the pensioners, it can 
be found as surprising that only approximately a fifth of the respondents had low SFW. 
The finding supports the satisfaction paradox.  
According to the two-way analysis of variance, the first complementary hypothesis can 
be partly accepted. Young age, poor self-assessed health and low income contribute to 
low SFW.  The relation between household composition and SFW is unclear, since the 
relation is not statistically significant in 2013. There might also be another significant 
factors (housing type) contributing to the SFW that were not included in the hypothesis. 
The respondents who lived on rent had lower SFW compared to owner-occupiers when 
controlling for other factors. However, the effect was statistically significant only in 
2013.  
The finding of age and self-rated health being strongly related to pensioners’ SFW is 
similar to studies of Kautto et al., (2009), Palomäki (2011), Haapola et al., (2012), Airio 
et al., (2013), Litwin & Sapir (2009) and Stoller & Stoller (2003). Young age (65–69) is 
related to lower SFW in both years, even though the old age groups have a higher 
poverty risk rate. This reflects the age-based satisfaction paradox among the target 
group.  
The level of income influences pensioners’ SFW: a low level of income is linked to low 
SFW. The result is similar to that of Stoller & Stoller (2003), Litwin & Sapir (2009) and 
Hansen et al., (2008). Pensioner’s other income sources, or the pension or earnings of a 
spouse can improve the financial conditions of the national pension recipient.  
Gender, residential area, educational attainment and the previous employment status of 
the household were non-significant factors in regard to SFW. Kautto et al., (2009) and 
Palomäki (2009) also found that gender was not a significant factor in regard to 
pensioners’ experienced livelihood. The result is also similar to that of Stoller & Stoller 
(2003) who acknowledged that gender, education and marital status were not 
statistically significant factors in regard to pensioners’ perceived income adequacy. As 
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concerns residential areas, it seems that Finland is not segregated in the sense that 
pensioners’ residential area would determine their SFW (cf. Haapola et al., 2012, 293).  
The analysis was continued by studying the target group from a poverty perspective. 
The second complementary hypothesis is partly true in the sense that the relative 
income method defines the largest share of the respondents as ‘poor’ in both years 
compared to the subjective poverty line and social assistance recipiency -criterion. 
However, contrary to the hypothesis, every metric did not exhibit a decline in old-age 
poverty: the share of pensioners receiving social assistance was approximately constant 
in 2010 and 2013.  
The poverty gap of the median pensioner in the target group has decreased and so has 
the share of the poor according to the relative income method (40, 50 and 60 per cent -
thresholds). Despite the decrease in relative income poverty, the 60 per cent -threshold 
still defines more than half of the respondents as poor in 2013. That is considerable 
more than the share of relatively poor in all Finnish pensioners (20 per cent) (Ahonen 
2011, 134; Kangas & Hussain 2014 in press). The decrease in income poverty becomes 
evident particularly with the 40 per cent -threshold, which defined 36 per cent of the 
respondents in 2010 as ‘poor’ but only 23 per cent in 2013. This reflects also the 
sensitivity of relative poverty in regard to the chosen threshold.  The elderly who 
receive only the statutory minimum pension still form a group prone to relative income 
poverty after the guarantee pension reform.  
Fewer pensioners were subjectively poor compared to the relative income method. 
According to the subjective poverty definition, approximately 20 per cent of the 
respondents were defined as poor in 2010 and 17 per cent in 2013. These shares echo 
those of low SFW. The contrast between this subjective approach and the relative 
income method is considerable: more than half of the low-income pensioners were 
below the 60 per cent of median income threshold still in 2013, but only approximately 
a sixth were defined as subjectively poor. 
The share of the respondents who have reported to have received social assistance 
during the past year is approximately 6 per cent in both years. The double and triple 
definitions of poverty examined the overlap of the three metrics by emphasising the 
combination of subjective and objective approaches. The multiple indicator of poverty 
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presents a major decrease of 41 per cent in the group of the ‘core poor’ during 2010–
2013.  The societal importance of the multiple indicator result is particularly 
considerable if this indicator of poverty properly captured the “core poor” among the 
low-income pensioners (cf. Kautto 2011a, 20).  
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6 Discussion 
 
The analysis showed that the change in the SFW of the study group is not fully 
explained by income or socio-economic and demographic factors. When other 
independent variables are controlled, the year variable remains statistically significant. 
This leads us to consider the structural changes that pensioners entitled to the full 
national pension encountered during 2010–2013. The guarantee pension reform was 
admittedly one of the greatest changes concerning the study population during the 
period, which would suggest that there is a large probability that it explains at least a 
part of the improvement in their SFW.  
As in any multivariate analysis, the results are influenced by the set of variables that are 
included in the model. Therefore any reliable approach should discuss the sensitivity of 
the method to alternative choices of independent variables. A particularly interesting 
independent variable is income, because it is more or less linked to many other 
variables: household composition, housing, educational attainment and previous 
employment status.  
Therefore, I wanted to test the effects of omitting income. Excluding the income 
variable increased the explanatory power of household composition and housing form. 
Because of the correlation between these variables and income, it is not straightforward 
to detect the true individual effect of each variable on the SFW. However, the inclusion 
of income shows that it explains more of the variability of the SFW than household 
composition or housing form. Also the value of adjusted R
2 
increases when income 
quintiles are included.  
However, the household composition and housing form still remain statistically 
significant in one of the years when income is controlled, which indicates that they also 
have independent explanatory power. It might be that the guarantee pension has 
improved the SFW of particularly single pensioners, which is why the household 
composition is no more a significant factor in 2013. Renting might have a separate 
effect to SFW via consumption: it might not be the rented flat per se which relates to 
low SFW, but the higher housing costs of tenants compared to owner-occupiers.  
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Gender is a contested variable since its influence on SFW can mingle with that of 
household composition (Airio et. al, 2013, 152, 157). As women live longer, single 
pensioner households more often comprise of a woman than of a man. In the model 
gender is not a statistically significant variable in regard to SFW. There is also no 
indication that it would affect the estimate of the partial effect of household 
composition, as leaving gender out of the model hardly changes other coefficient 
estimates.  
Many factors affect the SFW of the low-income pensioners. Here I echo the idea of Sen: 
income should be considered as an instrument, not an end in itself, and its importance is 
determined by, for instance, age and health. If our understanding of poverty is based 
only on income, there is a danger that promoting good health, for example, becomes 
legitimised only as a means of reducing income poverty and not as an important goal 
per se. (Sen 2001, 87–92; cf. Linnanvirta 2013, 104.) In the case of elderly, the 
intrinsically important goal of improving health would also, in all likelihood, positively 
influence the SFW (cf. Haapola et al., 2012, 296). Attention should also be paid 
particularly to the young, singles and tenants among the low-income pensioners. 
Promoting affordable high-quality services, reasonable housing arrangements or 
informal care could both improve their quality of life and their subjective financial 
wellbeing (see Linnanvirta 2013, 104).  
The low-income elderly are surprisingly satisfied with their living standards and 
consumption possibilities. If we consider only the single measure of financial 
satisfaction, 41 per cent of the pensioners were satisfied in 2010 and nearly half in 2013. 
Taken that the young age was related to low SFW in the multivariate context, the result 
supports the satisfaction paradox thesis (e.g. Hansen et al., 2008; Olson & Schober 
1993). The share of the pensioners who found it easy to make ends meet was 28 per 
cent in 2010 and 32 per cent in 2013. The latter shares are smaller than in the studies of 
Kautto et al., (2009) and Palomäki (2009) who found that half of the low-income 
pensioners had no perceived difficulties in making ends meet. However, these prior 
studies had different answer alternatives, which might limit comparison with this thesis.  
The inconsistency of the answer distributions in the two questions might reflect the 
stoical attitude of pensioners, or the phrasing of the questions might have affected the 
answers.  
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As concerns the satisfaction paradox, one limitation of this study is that there is limited 
background information about the respondents, and the surveys did not enquire about 
household wealth (with the exception of housing type). First, the young pensioners 
might have more often a disability pension background compared to the older age 
groups, which still include more traditional national pension recipients, such as former 
housewives. However, young age relates to low SFW even when self-rated health is 
controlled in the model. Second, if the older respondents are wealthier, it could explain 
their relative satisfaction even when income is controlled. Nevertheless, Hansen et al., 
(2008) noticed that the satisfaction paradox can be explained to a great extent by 
accumulated wealth and low debt among the aged, but the poor elderly with low-income 
and assets were still more satisfied than their poor young counterparts.  
This thesis comprehends poverty as a multidimensional phenomenon and believes that it 
is experienced by the elderly in particular ways. Even though the main focus has been 
on the subjective evaluations of the pensioners, without other measures the subjective 
approach would have lacked a context. Both objective and subjective approaches to 
poverty and wellbeing should be given weight in research on the low-income elderly. 
However, during the research project, all measures have proved somewhat debatable.  
The problem with the subjective perspective (both SFW index and subjective poverty) 
was that there was no space in the questionnaires for the pensioners to express their 
thoughts freely – the “subjectivity” was restricted by the pre-defined answer 
alternatives. It is unclear, whether the pensioners have found the questions and the 
answer alternatives realistic or artificial. Researchers might have different views on the 
components of subjective poverty than the pensioners. One of the advantages of the 
subjective approach was, though, that it studied both financial satisfaction and the 
ability to make ends meet. The latter acknowledges also pensioners’ spending which has 
been considered as an important factor to include (cf. Palomäki 2009, 551–552). 
As concerns the relative income method, applying three thresholds (40, 50 and 60 %) 
crystallised the complexity of choosing one specific threshold. The income calculations 
are based on respondents’ independent reporting which also might produce some 
uncertainties. The concept of disposable household income might not be understood by 
the pensioners (see Veenhoven 2002, 39; Kapteyn et al., 1988, 230–231; Diener & 
Biswas-Diener 2002, 154). The missing information of the relative poverty thresholds 
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of 2013 might have made the post-reform results imprecise. Therefore the relative 
poverty rates could be estimated later on with the 2013 poverty thresholds.  The chosen 
equivalence scale also influences the results.  The outcome would have been somewhat 
different if, say, the reported income of a household of two would have been split 
equally. Another problem with the relative income method is that it does not cover all 
financial resources of the pensioners, such as savings and assets (Hsieh 2003, 91; 
Palomäki 2009, 551–552).  
If a pensioner needs regularly to supplement her basic pension with social assistance, it 
indicates that the politico-administrative level of the minimum pension is insufficient. 
The social assistance recipiency -criterion appears quite clear and reliable. The low 
number of pensioners receiving social assistance mainly results from the high level of 
housing allowance for pensioners (Hannikainen-Ingman et al., 2012, 14). Claiming 
social assistance requires active agency and therefore “forgetting” the application for 
assistance seems unlikely. On the other hand, means-tested social assistance can be 
experienced as stigmatizing and some might have preferred not to report that they have 
received it. Furthermore, other members of the respondent’s household might have 
received social assistance instead of the respondent herself. In these cases the 
respondent might still have reported receiving social assistance if she was thinking from 
the perspective of her household. Consequently, we cannot know for sure if the 6 per 
cent of the respondents who reported having received social assistance is accurate or an 
under- /overestimation.  
Nevertheless, according to a cautious estimate, twice as many Finns would be eligible 
for social assistance than there are beneficiaries. The underuse is largest among the 
young and the pensioners. (Kuivalainen 2007.) In the case of the low-educated elderly, 
the possible underutilization can be affected by the technically challenging claiming 
process. Pensioners might also be afraid of the shame of their application being refused 
or the feeling of loss of independence. Non-universal means-tested benefits often 
become services for ‘the poor’ and are stigmatized. (Dominy & Kempson 2006, 58–60; 
Kuivalainen 2007.) In addition, we do not know the average amount of months that the 
respondents have received social assistance. The pensioners receiving social assistance 
could be studied more exact with register data later on. 
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Applying different poverty and wellbeing measures in tandem is intriguing and fruitful. 
Many fascinating normative questions arise. If a pensioner living in income poverty is 
satisfied with her living standards and consumption possibilities, is there any problem? 
Which situation is more serious: the old single women pensioners who face the highest 
poverty risk but are subjectively content; or the younger old-age pensioners whose 
poverty risk is lower but who experience poverty in a particularly powerful way? 
Social policy is unable to judge whether any given policy is ‘right’ or ‘wrong’ (Titmuss 
1974, 134). But social policy can study the views of the people (ibid.). People’s 
individual experiences are important also in regard to the legitimacy of social and public 
policy (e.g. Kuivalainen 2011, 373). Even though the subjective method cannot be used 
alone in policy-making, the results of the subjective approach cannot be overlooked. 
But researchers need to acknowledge the factors that influence the SFW when 
interpreting the results: for instance, the manifold backgrounds of the pensioners and 
their reference groups.  
The high poverty risk of the old women pensioners entitled to the full national pension 
cannot be ignored even if this pensioner group appears rather satisfied. The full national 
pension topped-up with the guarantee pension is the politico-administrative income 
level which should work in terms of poverty relief (Barr 2013, 37–38). Furthermore, the 
Nordic social policy has traditionally been interested in more than just preventing 
poverty. The goal has not only been to mitigate tensions between different classes, but 
also to secure a favourable living standard and social rights for all. (Julkunen 2006, 43–
46; Anttonen & Sipilä 2000, 15; Esping-Andersen 1990, 26–28; see Kainu & Niemelä 
2014 in press.)  Ensuring a sufficient old-age security for all is a basic task of a 
sophisticated welfare state (Riihinen 2008).  
However, the subjective appraisals should not be underestimated either or taken as 
“false consciousness”. People’s subjective views are invaluable in assessing policy 
success and what people want and need (Veenhoven 2002, 40–42). For instance, 
assessing whether the guarantee pension reform has succeeded without asking the views 
of its recipients would be an incomplete approach.  After all, social policy is not 
interested only in objective matters (e.g. income), but also concerned with subjective 
circumstances, such as wellbeing or subjective poverty (ibid., 42–43).  
64 
 
 
There was an attempt to maximize the validity of this study by targeting the subject 
group in a sophisticated way and by designing the questionnaire carefully. However, the 
limited background information on the respondents can hurt the validity. We do not 
know how large a share of the respondents have transferred from disability pension to 
old-age pension, and how large a share retired “normally” only at the age of 65. If only 
the pensioners without a disability pension background have replied, the results cannot 
be generalized to those who have a disability pension history. If the former disability 
pensioners are underrepresented in the respondents, it is also possible that a 
(considerably) more than a fifth, of the target population would have low SFW. After 
all, health was a significant variable in regard to SFW. The pensioners who have a 
disability pension background are still likely to belong to the young age groups. When 
studying Table 2 we can see that the young are somewhat overrepresented in the 
respondents in 2010 but underrepresented in 2013. Two hypotheses can be drawn from 
this. Firstly, the estimate of SFW in 2013 is probably somewhat upward biased, i.e. it 
yields a too positive picture. Secondly, the estimate of SFW in 2010 is probably 
somewhat downward biased. As a result, the estimated positive change in the SFW 
between the years is probably somewhat overestimated.  
The reliability of a survey is highly influenced by possible non-response bias, sample 
size and the accuracy of its design (Atkinson et al., 2002, 38–40). All of these factors 
affect the repeatability of the research (see Alkula et al., 1994, 139). The response rates 
in this study were quite moderate, 52 per cent in 2010 and 63 per cent in 2013, 
strengthening the reliability of this research and the sample’s representativeness. The 
high response rates are also in contrast to the general discussion on the decline of the 
survey method: at least some parts of the population, e.g. old-age pensioners, are still 
willing to participate in postal surveys (see Airio & Nurminen 2014). However, some 
differences remained in how likely the different sub-groups were to participate in the 
survey (Table 2).  
One of the advantages of postal surveys is that researchers are able to efficiently reach a 
relatively large number of people compared to, for instance, qualitative interviews. This 
enables the generalisation of the obtained results. The survey method has some specific 
problems as well. Postal questionnaires do not usually reach the most disadvantaged of 
the target group (Van Aerschot & Valokivi 2012, 257). Another problem occurs if some 
people are more likely to answer to the survey than others. This refers to self-selection, 
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to one kind of a response bias, which entails that results are not representative of the 
whole population. Additionally, the lack of an active discussion between the researcher 
and the subjects can lead to misunderstandings (Marsh 1982, 64–66). The scales of the 
answer alternatives can also be somewhat artificial and understood differently by 
different respondents. The phrasing of a question affects the answers and people do not 
always answer consistently (e.g. Ervasti & Kangas 1994; Veenhoven 2002, 36–40) 
which can hurt the reliability of the research.  
The careful design of the Kela surveys should partly protect this study from the 
previous criticism. The survey questions have been widely used in other studies as well 
(e.g. Sosiaaliturvabarometri 2000; Lindholm 2001). The availability of a helpline by 
phone also attempted to limit problems due to misunderstanding. There was an attempt 
to lower response bias by sending two reminders for non-respondents. The 
questionnaires also included variables that could help in identifying a possible bias, 
such as gender, age, occupation and the level of education. (Cf. Starr 2012.)  
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7 Conclusions 
This study began in autumn 2013. Kela had high-quality survey data from 2010 and the 
guarantee pension reform had raised a new question: has the subjective financial 
wellbeing of the low-income pensioners improved? The current thesis is the outcome of 
the decision to perform a post-reform survey and compare the results. This thesis 
presents the first study on the SFW of the old-age pensioners who are entitled to the 
guarantee pension.  
The main result is that the SFW of the target group has improved after the guarantee 
pension reform. The result is supported by a decline in relative poverty as well as in 
subjective poverty and multiple indicator poverty (‘core poverty’). Only the indicator of 
social assistance recipiency did not exhibit a change between the years. It seems that the 
level of the statutory minimum pension can be perceived as adequate as it fulfills the 
obligation of the state to secure the basic subsistence of the people, at least if certain 
other conditions are fulfilled: good health and complementary sources of income. Older 
pensioners are also more content with the pension level than younger recipients. 
Furthermore, living in an owner-occupied apartment can result in lower housing costs, 
which reduces the need for a higher income. Living with someone might also be linked 
to higher SFW.  
The Finnish national pension plan has evolved in several stages from poor relief to a 
universal basic pension and further to a means-tested statutory minimum pension. The 
financial conditions of the Finnish elderly have radically improved since the first 
national pension law in 1937 and the majority of the Finnish pensioners are nowadays 
satisfied with their financial conditions. But the pensioners with no earnings-related 
pension still face a relatively high risk of income poverty in Finland. The risk is 
particularly high for old single women pensioners. However, despite the high poverty 
rates, a surprisingly large share of the low-income pensioners is satisfied with their 
living standards and able to make ends meet. Particularly the old (aged 70 or more) 
pensioners report high subjective financial wellbeing, which supports the satisfaction 
paradox.  
The full national pension and the guarantee pension concern fewer and fewer 
beneficiaries every year. However, the statutory minimum pension will not disappear: 
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even though the majority of Finnish pensioners are already covered by the earnings-
related pension scheme, there will always be people who are excluded from the labour 
market due to, for instance, disabilities or illness. After all, everyone faces social and 
financial risks during their life course. Therefore, the statutory minimum pension will 
be needed as old-age insurance for those who lack paid work history also in the future.   
The sub-group of current old and satisfied pensioners might present an over-optimistic 
picture of the low-income pensioners as a whole. The profile of the “traditional” 
national pension beneficiary has already somewhat changed and will continue to change 
in the future. Women are more involved in the official labour market than before, the 
occupational structure has changed, and more and more Finns live in urban areas than 
before. If consumption culture continues to increase in importance in the Western life 
sphere and extends also to the low-income pensioners, it is unlikely that these 
pensioners will remain as satisfied in the future as they tend to be today. The relatively 
young pensioners already have the lowest SFW in this study. As the younger pensioners 
age, a new dissatisfied group of low-income elderly might arise.  They are more seldom 
former housewives and more often men with a disability pension and/or long-term 
unemployment background (about dissatisfied unemployed see Airio & Niemelä 2013, 
54–55). A subtle change in the target group was already detected between 2010 and 
2013 (Table 2). Therefore this study should be repeated in the future.  
When the group of pensioners entitled to the statutory minimum pension decreases, both 
the financial and social gap between those receiving the national pension and those 
receiving the earnings-related pension can grow.  Possible polarisation can be 
manisfested, inter alia, in service distribution: the better-off pensioners are able to rely 
on the growing private markets, whereas the poorer pensioners, who often also need the 
services more, have to rely on publicly produced services and care (Vaarama 2008; Van 
Aerschot & Valokivi 2012). This, together with the result that self-rated health is an 
important factor in regard to the SFW, underlines the importance of investing in and 
developing the quality of publicly produced services for the elderly. The hypothesis of 
increased polarisation naturally depends on future political decisions about the level of 
the national pension. It should be noted that as the number of people receiving the 
national pension will decrease, the possible problem of polarisation will concern fewer 
people.  
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Ensuring a sufficient statutory minimum pension is a crucial way to alleviate the 
societal differences among the elderly in the future. It is also a substantial means to 
prevent the exclusion and under-class experience of the pensioners in the margins, as 
well as a statement against the underuse of their human capital.  If the level of the 
statutory minimum pension is sufficient, pensioners do not have to constantly struggle 
financially, but they can focus on other activities, such as exercise, culture, 
grandchildren or voluntary work
28
. The guarantee pension was admittedly a remarkable 
reform in this respect. 
The old-age pensioners have few possibilities to increase their income, compared to, for 
instance, the unemployed, most of whom eventually become employed. A relatively 
low level of unemployment benefits can therefore be more easily justified than a low 
level of basic old-age security. The national pension beneficiaries are often people who 
lack financial and cultural resources to plead their own cause – they do not have as 
strong lobby groups as those covered by the earnings-related pension scheme (Riihinen 
2008, 227–228). Ensuring a sufficient old-age income for all therefore mirrors the 
solidarity of the society (ibid., 249). The future of the Finnish earnings-related pension 
plan has received a considerably amount of attention (e.g. Barr 2013; Ambachtsheer 
2013) compared to the national pension. More public discussion on the national pension 
is needed and it should also integrate the voice and the opinions of the pensioners 
themselves. 
This study has stirred a crop of ideas for future research. It would be interesting to study 
the SFW separately for the pensioners with a disability pension background. The 
number of social assistance beneficiaries and the underuse of the assistance among the 
low-income pensioners should also be mapped more in detail. This will be a particularly 
interesting research question in 2017 when responsibility for the basic amount of the 
assistance will be transferred from the municipalities to Kela. The 2013 survey also 
included several questions that could not be discussed here due to space and time 
limitations. For instance, the data offers fruitful information on specific financial 
problems of the pensioners.  
                                                     
28
 About ”psychology of scarcity”, see Mullainathan & Shafir (2013). 
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The two data sets of this study offer a suitable basis for forthcoming studies on the SFW 
of the old-age pensioners entitled to the full national pension. Future research will have 
an interesting task in evaluating whether this shrinking group of pensioners will 
maintain their current (rather high) level of subjective financial wellbeing, or whether it 
will be affected by, for instance, changes in the group structure or developments in the 
level of the minimum pension. 
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